
Bi 

The U.S. Economy in 1968 

I N C R E A S E D demands in aU prin­
cipal markets brought substantial rises 
in the Nation's income and production 
in 1968. I t was the eighth year of the 
long cyclical upswing that started in 
early 1961 and that was interrupted 
briefly'in. early 1967. Employment rose 
to its highest level ever, and the un­
employment rate fell to its lowest level 
in 15 years. Lower unemployment rates 
were widespread; even so, they were 
still considerably above average for 
those groups at a disadvantage in the 
labor market, notably nonwhite per­
sons and teenagers. 

The problem of inflation continued to 
be of major concern in 1968, as it has 
ever since the step-up in the war in 
Vietnam in 1965. In an economy operat­
ing at full employment, the increased 
demands of 1968 led to sharp increases 
in costs of production, profit margins, 
and prices. With demand strong and the 
supply of experienced labor very scarce, 
employees were able to win the largest 
wage increases since the early 1950's. 
Last year's increase in production was 
accompanied by some acceleration in 
the growth of productivity, which had 
slowed down the year before. However, 
the productivity rise feU short of the 
increase in wage rates so that labor 
costs per unit of production, although 
rising somewhat less than in 1967, in­
creased considerably. The price rise of 
1968 reflected not only these and other 

.cost increases but also expanded proflt 
margins, which had contracted in 1967. 
Wholesale industrial prices continued to 
increase, and consumer prices, rising 
steadily through the year, scored their 
largest advance in 17 years. Inflation­
ary pressures were accentuated by last 

year's rise in;farm prices, which had 
fallen in 1967: 

Personal income registered a sharp 
gain in 1968, and notwithstanding the 
tax increases imposed during the year 
as weU as the continuing price rise, per 
capita income' advanced. In addition, 
before-tax profits of corporations were 
much higher than the 1966 peak; after­
tax earnings equaled their 1966 high. 
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GNP rose $71 billion or 
9 percent in 1968 

percent Change From Previous Year 
10 

GNP 
8 _ (Current $ ) . 

I ill I I r i l l 
Real Output increased 5 percent . 

GNP 
4 _ (in 1958 $ ) . 

wiiiie prices were up 3 Vi percent 

IMPLICIT, PRICE DEFLATOR 
F O R G N P ' : - ; : • ' " • 

iJM 
1963 66 68 

U.S. Department of Commerce. Ofllce of Business Economics 

Farm, income rose but was stiU short of 
the 1966 record. 

In its transactions with foreign 
countries, the record for 1968 was a 
mixed one. The balance of pajTnents 
deficit, after a sharp increase in 1967, 
improved in 1968. Aside from some 
special transactions, this improvement 
reflected a shift in private capital 
transactions, from sizable net outflows 
to a smaU net inflow, chiefly because 
foreigners made unusuaUy heavy pur­
chases of U.S. stocks and bonds. How­
ever, the balance on merchandise trade, 
which had been substantial through 
most of the 1960's, feU precipitously. 

Policy problems 

Both fiscal and monetary poUcies 
were used last year in efforts to stem 
the expansion and thereby the infla­
tionary tide. The President caUed for a 
surtax on individual and corporate in­
comes in August 1967, but it was not 
untU the end of June 1968 that the 
surtax was passed, as part of a fiscal 
program that also included a ceiling on 
Federal expenditures in fiscal 1969, 
an extension of certain excise taxes, and 
Umitations on Federal employment. 
Consequently, in the first half of 1968, 
the responsibUity for curbing the ex­
pansion feU on monetary poUcy. The 
Federal Reserve foUowed a poUcy that 
provided a limited accommodation to 
burgeoning credit demands but stUl 
permitted a sizable expansion in credit. 
This policy had some impact insofar as 
it contributed to the sharp increases 
in interest rates and braked an ongoing 
recovery in residential construction. 
However, monetary restraints were 
eased once the fiscal program was passed 
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because of the widely shared belief that 
the expansion in consumer and business 
spending would slow down and con­
sequently diminish the need for mon­
etary Umitations 

This diagnosis proved to be • only 
partially correct since consumer ex­
penditures rose very sharply in the 
summer. In the fourth quarter, how­
ever, spending rose at a" much more 
subdued rate. Private investment de­
mand, far from slowing down, began to 
accelerate toward the end of the year. 
I t was around this time that the 
Federal Reserve moved back toward a 
more restrictive poUcy, anH against a 
background of -heavy deinands for 
credit, market; interest rates exceeded 
their spring peaks, which' had been the 
highest in many decades. 

Fourth Quarter GNP and 
Yearend Positioii 

Output continued to rise at a rapid 
pace in the fourth quarter: According to 
preliminary and incomplete data, the 
GNP advanced $16.8 biUion to a sea­
sonaUy adjusted annual rate of $887.8 
bUlion; this was almost as large as the 
$1;8 bilUon increase the quarter before. 
The 2 percent rise in the fourth quarter 
was divided about equaUy between an 
increase in physical volume and an 
increase in price. 

The composition of the fourth quarter 
output gain was quite different from 
that of the third, even though the two 
quarterly changes were roughly the 
same in size. The increase iri final sales 
slowed down, from $21.4 biUion to 
$14.3 biUion, whUe inventory invest­
ment incrojased after a decline in the 
preceding quarter. 

The slower rate of expansion in final 
sales was attributable to consumption 
expenditures, which rose only $5 bUlion 
after a gain of $13 bUlion in the third 
quarter; the rise was the smaUest in 
more than a yea,rr Consumer purchases 
of autos and parts leveled off after an 
unusual spurt from the spring to the 
summer months, while expenditures on 
household durables declined after seven 
quarterly increases. Nondurable ex­
penditures showed little gain, but 
services continued their steady upward 
movement. 

With the rise in consumption much 
less than the $ 10 biUion rise in disposable 

income, personal saving^ increased, and 
the saving rate advanced almost to 7 
percent from 6% percent in the third 
quarter. In the first half, the saving 
rate averaged 7.3 percent. 

Fixed investment was very strong in 
the fom-th quarter. With housing starts 
recovering froni the spring slump and 
attaining their best level of the year 
in the fall, residential contructioh rose 
$2.3 biUion for the largest gain of 1968. 
More impressive was the rise in non­
residential fixed investment, which ad­
vanced $4 bUlion after a $3 biUion rise 
the quarter before; most of the increase 
was for equipment, but an advance was 
also recorded in outlays for structures, 
for which spending had been very slug­
gish during the year. 

On the basis of figures for October and 
November it appears that inventory in­
vestment rose froih a sieasonaUy ad­
justed annual ratei of $7^ bUlion in 
the third quarter to $10.0 biUion in the 
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Tlie less rapid increase in current dollar GNP 
in tlie 2d half of 1968 
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fourth—a gain of $2% biUion. From 
the second to the third quarter, inven­
tory investment declined $3 biUion. The 
rise in the rate of accumulation appears 
to be related primarUy to the slower 
expansion in consumer buying, since 
trade firms accounted for the increase 
in accumulation. 

State and local government purchases 
continued their steady upward trend 
with a $2K biUion rise, but Federal 
outlays recorded their smallest increase 
since 1965 with an advance of only 
$}̂  biUion. Incomplete data indicate 
that net exports were Uttle changed in 
the fourth quarter—above the abnor­
maUy low first half rate but consider­
ably under the 1967 total. 

December business 
Production, employment and income 

rose through the quarter and, if any­
thing, appeared to be rising more 
rapidly at the end than at the beginning. 
Personal income advanced a large $5H 
biUion (annual rate) in December, as 
compared with gains of $3)̂  biUion in 
October and $4.8 biUion in November. . 
The rise in payroUs- was especiaUy 
strong, reflecting^ a very substantial 
increase in employment (266,000 in 
nonfarm estabUshments), a slight pick­
up in hours (after decreases in October 
and November), and continued ad- . 
vances in hourly earnings. Unemploy­
ment remained at the post-Korean low ' 
attained the month before. Industrial , 
production rose 1 percent, the second 
consecutive sizable, monthly increase. 

Final sales ia December were much ^ 
less buoyant than production to judge 
from partial data. RetaU sales, which *• 
had shown no growth from September ^ 
to November, feU sharply in the closing 
month of the year, according to ad- * 
vance reports. The outbreak of the ,> 
influenza epidemic in December un­
doubtedly had an adverse effect on ' 
December sales but how much it is , 
impossible to say at this time. There 
was no evidence of any lessening in ' 
the price rise ,as ; wholesale prices of < 
industrial coiiimodities Mvanced again. 

Outlook for 1969 
The uncertainties concerning the ' 

outlook appear manifold at the start of , 
1969: Of overriding importance is the 
course of deyielopments relating to ' 
Vietnam, but economic events may also i, 

(Continued on page 38) 
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• GNP rose $16.8 billion in the fourth quarter; realG^^^ 
• Establishment empioyment showed another large gain in December—unemployment rate remained at November low point 

• GNP deflator continued its steady rise in the fourth quarter—-wholesale prices up again in December 
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C H A R T 4 

• Personal income increased 51/2 billion in December—well above the October-November average gain 

• The consumption advance slowed down in the fourth quarter after strong rise in the third—saving rate rebounded 

• Nonresidential fixed investment advanced sharply in the fourth quarter—November housing starts were the highest since early 1964 
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lilllllliliillllllHIIIIIIIIIIilllllllllillllliillM^ CHART 5 

• In the fourth quarter: Inventory investment increased $2.5 billion over third quarter rate 
• Net exports remained at relatively low third quarter rate 

• Federal outlays changed little—State and local purchases continued upward 
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S U CHART 6 

• Industrial production advanced in December for third straight month 

• Money supply and bank credit increased again in December 

• Interest rates and bond yields rose to new highs 
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PFoduetion and Income in 1938 

> 5 O T S T A N T I A L increases throughout 
the year brought the Nation's produc­
tion of goods and services to a total of 
$861 billion in. 1968, a rise of $71 billion 
or 9 percent over 1967. This was a 
considerable step-up over the 5Ĵ  per­
cent increase in 1967, and about 
matched the la-rgie mcrease in 1966, 
when the demands for Vietnam were 
added to an economy operating at a 
high rate. Consumption and fixed in­
vestment were chiefly responsible for 
the more rapid advance in 1968 than 
in 1967. 

Of last year's rise in current dollar 
GNP, about 5 percent represented an 
increase in physical volume, and 3% 
percent, higher prices. The advance in 
physical volume, although double the 
gain for 1967; fell short of the fullryear 
rises for both 1965.and 1966. Within 
the year, the rise in real output was 
at an annual rate of 6% percent from 
the fourth quarter of 1967 to the second 
quarter of 1968 but tapered, to a 4:% 
percent rate in the foUbwihg half-year. 
The price rise continued through the 
year with little abatement a,nd was a 
considerable acceleration over the rises 
of 2.6 to 3.1 percent in 1966 and 1967. 

With demand rising in all major 
markets last year, final sales recorded 
their largest percentage advance since 
1951—9 percent. For the full year, 
inventory accumulation rose only 
slightly and thus contributed little to 
the rise in production. .During," 1968, 
however, changes in inventory iiivest-
ment were pronounced. For the most 
part, this was because the rate of ex­
pansion in final sales was very erratic, 
while changes in GNP, although larger 
in the first half than in the second. 

were comparatively steady from quarter 
to quarter, .i'inal .sales, after a modest 
gain in the last quarter of 1967, re­
recorded an extraordinary advance in 
the opening quarter of 1968, grew much 
more slowly in the spring, accelerated 
noticeably in the summer, and again 
slowed down in the closing quarter 
of the year. 

Of the main categories of final sales, 
the largest percentage: gain last year 
(22 percent) .was scored by residential 
construction, recovering from the credit 
stringency of 1966; it was the first 
annual increase since 1964 (chart 7). 

CHART 7 

• Last year's percentage rise in final sales 
v»as the largest since 1951 

• Gains were widespread 

Percent Change 
6 ' -•.•"• " ' - I O ' • 

Final Sales, 
Total 

Residential 
Structures 

Government Purchases 
(Excluding Defense) 

National Defense 

Personal 
Consumption 
Expenditures 

Nonresidential 
Fixed 
Investment 

U.S. Department of Commerce. Office of Business Economics 

The change withiri, 1968, however, was 
very modest until late in the year. 
Nondefen'se purchases by all levels of 
government (up; 11^ percent) con­
tinued their substantial and rather 
steady increases, reflecting the rising 
trend in State and local outlays and a 
considerable step-up- in Federal non-
defense purchases. Defense purchases 
recorded a 9 percent gain but showed 
little change after midyear. The 8% 
percent rise in consumer expenditures 
dominated the dollar advance: in final 
sales with widespread increases that 
were especially heavy for durable igoods, 
particularly automobiles. Cpnsumer 
spending started off the year with very 
large gains but subsequently exhibited 
a seesaw pattern of change attributable 
to fluctuations in the purchases of 
goods. ; 

Investment in nonresidential;struc­
tures and durable equipment remained 
high, with a moderate increase (7% per­
cent) that was larger than the 1967 
rise but considerably smaller than the 
increases during the investment; boom 
of 1964-66. A substantial pickup, how­
ever, became evident in the closing 
months of the year. 

Sales to foreigners rose much more 
rapidly in 1968 ;than in 1967, but the 
rise in imports showed, an even greater 
acceleration. Consequently, net exports 
declined to their lowest level since 1959. 

GNP by type of product 

The strong advance in demand last 
year led to large increases in all major 
types of prbduction. The increases were 
dominated by the recovery in durable 
goods, which, in current dollars, rose 

7 
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11 percent in 1968 after a gain of only 
2 percent the year before. The rise in 
the value of durable goods production 
refl.ected chiefly last year's strong de­
mand for automobiles and the moder­
ate increases in business equipment 
outlays and in government purchases 
of haxd goods.; , 

Following a 1 percent gain in 1967, 
the value of structures rose almost 12 
percent, reflecting chiefly last year's 
recovery in homebuilding. Service out­
put rose 9 percent, about the same 
relative advance as in 1967, as govern­
ment payroUs were increased and con­
sumers added to their expenditures for 

Percent Changes in Real GNP 
By Type of Product 
Last year's rise in production featured 
a recovery in durable goods production 
and construction 

CHART 8 
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services. Finally, the increased pur­
chases by both consumers and govern­
ment were responsible for the 7 percent 
rise in the value of production of 
nondurable goods,'.the year-earlier gain 
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was 5 percent. Adjustments for the 
pronounced price increases of 1968 
reduce the current dollar gains but do 
not greatly alter the pattern of change 
(charts). 

Personal Income, Consumption, and Saving 

THE 1968 rise in personal income was 
the largest on record in absolute terms, 
and the largest since 1951 in percent­
age terms. The $57 billion or 9 percent 
increase over 1967 surpassed by a wide 
margin the sizable additions of the 
preceding 3 years and brought the total 
for the full year to $686 billion (chart 
9.) The very large expansion in 
payrolls contributed the most to the 
1968 income advance, but transfer 
payments and nonwage incomes also 
made notable gains. 

Social Security benefit payments were 
boosted $2Ĵ  bUiion (annual rate) in 
March. For all of 1968, transfer pay­
ments expanded $7 billion, nearly as 
much as the unusually large increase in 
1967, the first full year that Medicare 
pasntnents were in effect. Partly in 
reflection of higher interest rates in 
1968, personal interest income rose 
$5.3 billion, the largest gain on record. 
Dividend pajrments increased somewhat 
more than in 1967, while rental income 
of persons and incomes of nonfarm 

. Disposable Personal Income and Consumer Expenditures 

Year 

1963 . : . . 
1964. 
1986—. -
1968 
1967. 
1968 

Percent change: 

1963-64 
1984-65.. 
1965-68 
1986-67 --
1967-68 

Current prices 

Disposable 
personal 
income 

Petsonal 
consmnp­
tion ex­

penditures 

(Bll.$) 

404.6 
438.1 
473.2 
611.8 
646.3 
589.0 

8.3 
&0 
&1 
6.8 
7.8 

376.0 
401.2 
432.8 
465.6 
492.2 

; 633.7 

7.0 
7.9 
7.6 
6.7 
8.4 

Per capita 

Disposable 
personal 
income 

Personal 
consmnp­
tion ex­

penditures 

(DoUars) 

2,136 
2,280 
2.432 
2,598 
2,744 
2,928 

6.7 
6.7 
6.8 
6.6 
6.7 

1,980 
2,088 
2,224 
2,364 
2,472 
2,663 

6.5 
6.5 
6.3 
4.6 
7.3 

Constant prices 

Disposable 
personal 
income 

Personal 
consump­
tion ex­

penditures 

(Bil. 1958$) 

381.3 
407.9 
435.0 
469.2 

. 478.0 
497.4 

7.0 
6.6 
6.6 
4.1 
4.1 

363.3 
373.7 
397.7 
417.8 
430.6 
460.7 

6.8 
6.4 
6.1 
3.0 
4.7 

Per capita 

Disposable 
personal 
income 

Personal 
consump­
tion ex­

penditures 

(1958 dollats) 

2,013 
2,123 
2,235 
2,332 
2,401 
2,473 

5.5 
6.3 
4.3 
3.0 
3.0 

1,866 
1.945 
2,044 
2,122 
2,162 
2,240 

4.3 
6.1 
3.8 
1.9 
3.6 

proprietors advanced at about the 1967 
rates. Farm income recovered moder­
ately, following the 1967 decline. 

Personal taxes increaised ;by an ex­
ceptional $14H billion from 1967 to 
1968. The Federal portion of this rise 
was $12 billion, of which $3^ billion 
represented larger withholdings and 
quarterly declarations.as a result of the 
imposition of the Federal surtax in 
Jtily. The remainder reflected the in­
creased tax payments on higher in­
comes. Total personal tax payments of 
$97 billion constituted 14 percent of 
personal income in 1968 as compared 
with a ratio of 13 percent in 1967. 

Because of the sizable increase in 
taxes, the rise in disposable personal 
income over 1967 was dampened to 
$42}^ billion, or 7% percent. Since 
consumer prices advanced 3.6 percent 
in 1968 (GNP basis), the rise in real 
after-tax income came to 4 percent. 

Sharp rise in consumer spending 
The expansion in consumer spending | 

in 1968 was the largest in percentage i 

Source: U.S. Department of Commerce, OBE. 
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terms since 1947. The $42}^ bilhon or 
8K percent gain over 1967 brought 
total expenditures to $534 billion. As 
in other years of large increases in 
consumer spending—such as 1955, 1965, 
and 1966—purchases of automobiles 
were exceptionally high. 

Sharply higher prices accounted for a 
large proportion of the 1968 current 
dollar increase in spending; after allow­
ance for the price advance, the physical 
volume of goods and services pur-

CHART 9 

Changes in Personal Inconie and in 
Its Disposition 

Personal income increased sizably 
throughout 1968 

Billion S Change From Previous Quarter 

10 

However, the imposition of the surtax 
after midyear . . . 

-10 

TAXES • 1 m 

dampened the rise in DPI 

Nevertheless, consumer spending 
continued strong through the third quarter. 

and the saving rate was lower In the second half 
Percent 

1967 1968 

Seasonally Adjuited ot Annual Roles 

U.S. Deparlmenl ot Commefce. Ottice of Business Economics 
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chased by consumers in 1968 increased 
4.7 percent, as compared ^\dth 3 per­
cent in 1967. The 1968 rise in physical 
volume was less than in each of the 3 
years preceding 1967, as the accom­
panying table shows. 

Consumer expenditures for durable 
goods registered a striking advance of 
13^ percent last year, ^\ith higher 
prices accounting for about one-fifth of 
the dollar increase. Expenditures for 
nondurable goods and services in­
creased nearly 7 and 8K percent respec­
tively; haK of these gains were due to 
price increases. 

9 

Major expenditure groups 

Among the major expenditure groups, 
the largest rise in 1968—20 percent— 
occurred in autos and parts, a group 
that had shown almost no change for 2 
years follomng exceptionally heavy 
purchases in 1965. New car sales (in­
cluding purchases by business) in­
creased 1.2 million units in 1968 to a 
record total of 9.6 million. 

Aside from the exceptional rise for 
autos, relative increases by major 
categories were fairly uniform last year, 
in contrast to the 1967 experience. 
This is clearly indicated in chart 10. 
The furniture and clothing groups each 
gained 9 percent, while housing and 
household operation registered some­
what smaller increases. Expenditures 
for food showed the smallest gain over 
1967—6K percent. 

Consumers devoted 6.8 percent of 
their 1968 expenditure dollar to autos 
and parts—a larger fraction than in 
either of the 2 preceding years, but 
stUl less than the proportions spent in 
the boom auto years of 1955 and 1965. 
Furniture and other durable goods out­
lays, on the other hand, accounted for 
the same proportion of total spending 
in each of the past 3 years—about 8K 
percent. 

Expenditures for nondurable goods 
continued to decline relative to overall 
spending in 1968, and the ratio fell to 
a record low of 43 percent. In recent 
years, this downtrend has been due to 
food expenditures, which have con­
sistently risen relatively less than total 
spending. For example, in 1968, food 
expenditures accounted for 22 percent 

of consumer spending as compared 
with 26 percent in 1958 and 31 percent 
in 1948. The share of the spending 
dollar absorbed by clothing has been 
stable at 8.6 percent for the past 3 
years. This was preceded by a 5-year 
period when the proportion was 8.3 
percent; the recent rise in the share 
reflects the emergence of sharp in­
creases in clothing prices. Fluctuations 
in the ratios for the other major non­
durable goods groups have been rather 
small in recent years. 

The proportion of total spending 
devoted to services in 1968 remained 
at 41 percent, the same as in 1967, but 
higher than in preceding years. Further 
increases in the fraction spent for 
medical care services were offset by 
small reductions for some of the other 
groups. 

Quarterly spending pattern 
The quarterly increases in consumer 

expenditures during 1968 showed marked 

CHARf 'C 

Personal Consumption Expenditures 

All major groups of consumer expenditures 
increased substantially in 1968 

Percent Change 
5 10 15 20 25 

TOTAL 

Autos & Parts 

Furniture & House­
hold Equipment 
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variaitipus, not only in absolute terms 
but,also in relation to disposable per­
sonal income. = The first quarter rise of 
$17. bElion (seasonaUy adjusted annual 
rate) was the largest quarterly in­
crease on record. In part> it reflected 
a makeup in auto sales, which had 
beeiL. limited by the strikes in late 
1967. But the rise was broadly based. 
Expenditures for furniture and house­
hold equipment spurted following a 
sluggish performance during 1967, while 
spending for nondurable goods expanded 
with strong gains for all: major^ groups, 
particularly food and clothing. 

I t was not likely that the extraordi­
nary first quarter increase could be 
maintained. The second quarter in­
crease of $8)̂  billion was only half as 
large as the first quarter rise, with the 
changes in expenditures relatively small 
for most categories. A sinaller expansion 
in income and disturbances in the cities 
contributed to the second quarter 
slowdown. 

The increase in consumer spending 
accelerated to $13 billion in the third 
quarter, notwithstanding a rise in 
personal taxes of almost $10 billion at 
an annual rate. About $5% biUioa of the 
tax rise was due to increased with­
holdings under the surtax that became 
effective in July. Large increases were 
registered in outlays for autos and parts, 
for fiOTiiture and household equipment, 
and for the groups that had lagged in 
the second quarter.. 

In the fourth quarter, the increase 
in consumer spending fell to about $5 
billion, even though disposable income 
advanced by $10 billion. The slower 
rise in expenditures for goods was 
general and included a leveling off 
in auto purchases and a decline in 
purchases^ of household durables. As 
noted earlier, the influenza epidemic 
in December probably hurt retail sales 
but by how much.is not known; in 
any case, a slowdown in the spending 
advance was evident before December. 

In contrast to the erratic quarterly 
movements for durable and nondurable 
goods expenditures in 1968, the dollar 
increases for services were much more 
regular, averaging about $4Ĵ  billion 
per quarter. 

Saving rate lower :• • 
For 1968 as a whole, the ratio of 

personal saving to disjpbsable personal' 
income was reduced to 6.9 percent firbni 
7.4 percent in 1967: After rerdaihiiig at 
6.0 percent in 1964 and 1965,' the sa.ving 
rate had increased to 6.4 percent in 1966 
a.nd to the uiiusually high ra.te' of 7.4 
percent in 1967. The 1968 reduction is 
apparently associated with larger ex-
peiiditures for a,utos and parts; changes 
in these expenditures are usually re­
flected in chaiiges in the saving rate. If 
these expenditures are added to the sa,v-
ing rate, there is little difference be-
tweien 1967 and 1968. 

The decline in personal saving was 
especially marked from the second 
quarter of 1968 to the third, dropping 
from 7.5 percent of disposable income 
to 6.3 percent. At the very time that 
tax withholdings were boosted, con­
sumers iacreased their spending twice 
as fast as their after-:tax incomes rose. 
I t now appears that the fourth quarter 
rate of saving rose to, just under 7 per­
cent, but it,was still below the ratio in 
the first half. 

A number of factors doubtless con­
tributed to the drop in the saving ra,te 
in the second half. In part, i t is 
associated with larger expenditures for 
automobiles and parts, as may be seen 
below. 

Ratio to DPI: 

Personal saying 
Consumer expend­

itures on autos 
and parts 

Total 

1967 

7.4 

S.6 
13.0 

*- 1988 

Year 

6.9 

6.2 
13.1 

I 

7.1 

6.0 
13.1 

n 

7.8 

ao 
13.5 

, III 

6.3 

6.4 
12.7 

IV 

6.9 

6.3 
13.2 

In addition, the impact of the tax 
increase may have been delayed; this 
is suggested by the fact that the rise 
in consumption slowed in the fourth 
quarter and the saving rate increased. 
Another possibility is that an^ infla­
tionary psychology motivated con­
sumers to spend relatively more of 
their incomes; last summer and fall, 
price increases were in prospect for 
many items, such ais automobiles, 
apparel, and furniture. 

Business Fixed Investment 

BUSINESS investment in producers' 
durable equipment and nonresidential 
construction in 1968 showed only a 
moderate gain for the second successive 
year. Expenditures totaled $90 billion 
for the year as a whole, up $6 biUion, 
or about 7 percent, from 1967 (chart 11). 
The increase was larger than the 3 per­
cent advance, in 1967 but about half 
the large annual increases in the years 
1964-66, when an investment boom 
was underway. A significant shift in 
the investment climate took place dur­
ing 1968, and investment became- a 
strong source of demand late in the 
year. 

With construction costs rising sub­
stantially and equipment prices COUT 
tiniiing to advance,; the 1968 rise in 
business fixed investment in real terms 
came to 4 percent; in 1967, the real 
volume of these outlays had barely 
matched the 1966 total. The share of 

business fixed investment relative to i 
total output edged down slightly but j 
remained high relative to the average : 
of the past decade (chart 11). . | 

Expansion in nonmanufacturing 
Industries covered in the QBE-SEC 

capital ejcpenditures survey, which is : 
somewhat less comprehensive than the 
national accounts measurement of in­
vestment, sho\v-ed. a rise of 4K percent 
from 1967 to 1968 and less than 1 per­
cent when price increases are taken into 
account. The increase centered mainly 
in nonmanufacturing industries, where j 
investment in current doUars was up 
8 percent, as compared with a 4 percent 
increase in 1967. Manufacturers held 
current doUar outlays close to 1967 
totals; expenditures had decUned 1 per­
cent from 1966 to 1967 after the strong , 
gains of 1964-66. 

For the year a,s a whole, durable 
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o-oods producers' outlays—at $13.6 bil­
lion—were slightly below 1967 expendi­
tures. Within this goods group, most 
industries showed cutbacks, with the 
largest—about 7 percent—in transpor­
tation equipment. Only the electrical 
machinery and the "other durable 
goods" groups (including lumber, fur­
niture, fabricated metals, and miscel­
laneous) expanded outlays in 1968. Soft 
o-oods manufacturing companies in­
creased their expenditures for plant and 
equipment about Iji percent—to $13.2 

Nonresidential Fixed Investment 
Rose moderately in 1968 after little 
increase in 1967 
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billion—owing to the enlarged expan­
sion programs of petroleum, rubber, and 
"other nondurable goods" groups (in­
cluding apparel, leather, printing and 
publishing, and tobacco). Paper, chem­
icals, and textiles reduced outlays; for 
the last two industries, it was the second 
year in a row of declining investment. 

In the nonmanufacturing sector, non­
raU transportation firms, paced by the 
auiines, and public utUities lifted their 
capital spending by one-seventh—mark­
ing the fifth successive year of substan­
tial expansion. Except for raUroads, the 
other nonmanufacturing groups—com­
munications, commercial, and mining 
firms—reported modest increases in 
capital outlays. RaUroads reduced their 
1968 outlays only slightly, in contrast 
to very substantial cutbacks in 1967. 

Rise in second half 

The highlight of investment in 1968 
was the unexpectedly strong showing of 
investment programs late in the year. 
Early in 1968, businessmen had pro­
gramed a 6 percent rise over actual 
1967 expenditures, with a dip in the first 
half to be foUowed by a modest upturn. 
They carried out this projected pattern 
in broad outline for the first three 
quarters of the year, spending somewhat 
less than anticipated in each quarter. 
In the faU, however, they showed 
major upward revisions in spending 
programs. According to the OBE-SEC 
survey published in December 1968, 
businessmen in both manufactming and 
nonmanufacturing industries projected 
an extremely large $4 biUion rise 
(annual rate) from the thii'd to the 
fourth quarter and a rise of more than 
$3 biUion from the fourth quarter to 
the first half of 1969. 

The turnabout in manufacturers' 
spending programs after mid-1968 re­
flected an upturn in the start of new 
investment projects that began around 
the end of 1967 (chart 12). Changes in 
these starts tend to be reflected in 
expenditures some two to three quarters 
later. Starts accelerated sharply in both 
the durable and nondurable goods 
groups in the third quarter of 1968 (the 
latest period for which data are avaU­
able) to a point 30 percent above their 
fourth quarter 1967 rate. 

11 

It is stiU a little early for a definitive 
explanation of the strong investment 
recovery. It is probably significant 
that sales increased substantiaUy during 
1968, equaling or exceeding business­
men's expectations; sales had tended 
to faU below expectations throughout 
1967. Moreover, as the year progressed, 
an increasing number of manufacturers 
became concerned about the adequacy 
of their capacity (bottom panel of 
chart 12), even though actual cajDacity 
utUization was weU below preferred 
rates. At the end of September, manu­
facturers holding 45 percent of total 
gross assets in manufacturing reported 

Plant and equipment expenditures 
showed yearend strength in both 
manufacturing and nonmanufacturing 
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The rise in manufacturers' outlays reflected the 
earlier upturn in starts of investment projects. . 
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and manufacturers'increasing concern over the 
adequacy of their capacity 
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that they needed more plant and 
equipment facilities to meet produc­
tion requirements in the ne.xt 12 
months—as compared with 41 percent 
in June and 40 percent in March. 

S U R V E Y O F C U R R E N T B U S I N E S S 

The summer rise, which extended over 
a wide range of industries, interrupted 
the steady decline in this percentage 
that began in the second quarter of 
1966. 

Housing 

R E S I D E N T I A L construction activity, 
which turned up in early 1967, ad­
vanced further during 1968 as housing 
starts rose to their laighest level in 4 
years. For the fuU year, outlays totaled 
$30.0 billion, a $5}^ bUlion increase over 
1967. Unlike the large quarter-by-
quarter rise during 1967, the advance in 
activity during 1968 was irregiUar: Ex­
penditures rose approximately $}2 bU­
lion in each of the first two quarters, 
leveled off during the smnmer months, 
and then increased $2% billion in the 
fourth quarter. When the rise in con­
struction costs is taken into account 
the 22 percent increase in current dol­
lars for the full year is cut to 16 percent. 

Starts up in 1968 
Underlying last year's rise in expendi­

tures was an 18 percent increase in 

Private Nonfarm Housing Starts 

starts rose 18 percent in 1968 as 
multifamily units exceeded 1963 peak 
Single family units, while higher, 
continued to trail 1963-B5 rate 

Million Units 
2.0 

Single Family 
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1963 64 
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private nonfarm housing starts, which 
totaled about IM mUlion units in 1968 
(chart 13). The upward movement in 
starts that began late in 1966 continued 
through the first quarter of 1968, but 
the tightening of credit during the 
winter and early spring caused a tem­
porary setback in the recovery. Starts 
declined 3}^ percent from the first to 
the second quarter to an annual rate 
of about 1.4 mUlion units. Somewhat 
easier credit conditions during the 
summer and early fall permitted a 
resumption of the forward movement, 
and by the fourth quarter, the annual 
rate had advanced to 1.6 miUion units. 

Single-family starts reached nearly 
900,000 units, up 10 percent from 1967; 
the multifamily total of 600,000 starts 
represented a one-third gain frora the 
preceding year. The rise in multifamUy 
units brought these starts slightly above 
the 1963 peak but single famUy starts 
still traUed the rates reached earlier in 
the 1960's. The relatively larger rise in 
multifamily construction is probably 
related to the pat tern of household 
formation in recent years, which has 
been concentrated in the younger age 
groups, who typicaUy rent rather than 
buy. In addition, the more stringent 
downpayments and interest rate charges 
required on single-famUy home pur­
chases have also favored apartment 
house accommodations. 

Despite last year's increase in starts, 
for the third year in a row the volume 
of starts was below the combined total 
required for new household formation 
plus estimated replacements. This short­
fall has caused a substantial backlog to 
buUd up; consequently, vacancy rates 
have fallen to the lowest point in 10 
years (chart 14), and pressures on home 
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prices and rents have intensified. The 
tight market for conventional housing 
has also stimulated the production of 
mobile homes, which advanced 20 per­
cent in 1968 to a rate double that 5 
years earlier. (These are not included in 
housing starts figures). 

Mortgage lending higher 
Enlarged credit flows to housing 

markets were a key factor in last year's 
strong rise in residential construction 
activity. On the basis of da ta that are 
stUl incomiUete for the fourth quarter, 
nonfarm residential mortgage lending 
increased about SISK billion in 1968. 
This ex])ansion compares with increases 
of $16 biUion in 1967 and $13.7 biUion 
in 1966, and about matched the average 
advance from 1961 to 1965. 

Although mortgage lending held at 
relatively high levels in 1968, lending 
ajDpears to have varied little during 
the first three quarters of the year on a 
seasonaUy adjusted basis. I t showed 
some pickup in the final quarter to a 
rate approximately matching that in 
the second half of 1967. Last year's 
restrictive monetary policy and high 
and generaUy rising interest rates 
exerted a dampening influence on 
mortgage lending and housing activity. 
First, the high levels reached by market 
rates of interest were maiiUy responsible 

Vacancy Rates 
Last year rental and homeowner 
vacancy rates were the lowest 
in a decade 

U.S. Department of Commerce, Office of Business Economics 

6 6 6 3 

Data: Census 

69-l-H 
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for a pronounced slowdown in the flow 
of savings to deposit-type institutions. 
With market rates of interest above 
the ceUings that coinraercial banks, 
savings and loiin associations, and 
nuitual savings banks were permitted 
to pay on savings accounts, these 
institutions encountered difficulties in 
attracting and holding s.mng-type de-
])osits. This development limited their 
ability to make mortgage loans. In 
addition, last year's rise in market 
rates of interest narrowed the spread 
between jdelds on mortgiiges and i-ates 
of return on coni])elitive open market 
inA-estments. Under these circum­
stances, some mortgage lendei's tended 
to cui'b their residential mortgage lend­
ing ;icti\'ilies. 

Mortgage funds were available last 
year only at very liigh cost. The yield 
of FHA new liome mortgages tiveraged 
7.12 percent, as compared with G.53 
]:)ercent in 1967 and 6.40 |)ercent in 
1966. Although ihe liigh rates on 
mortgage loans were indicative of 
serious pressures in mortgage markets 
liist ye.ir, the situation at no lime 
became as critical as in 1966. Tiiere 
were a mimber of important differences 
between the 2 years. First, the mortgage 
lending instituUons, as well as the 
Federal Home Loan Bank System, 
were generally in ti more liquid |)osition 
in 1968 tlian in 196G. Second, in spite of 
the sliarj:) rise in market rates of interest, 
the slowdown in de])osit flows to thrift 
institutions was not as severe as it Avas 
2 ji^ears ago. Tins development is 
expliiined by several ftvctors: Regula­
tion Q reduced the comi)eti(ion for 
deposits between these institutions and 
tlie commercial banks; some of the 
higlil_y interest-sensitive deposits tliat 
left the thrift institutions hi 1966 
ai)])arently never returned; and the 
Siivings and loan associations liave 
acquired greater deposit stability since 
1960 tlirough the issuance of saving 
certificates carrj-ing liiglier rates than 
regular sliare accoimts and maturities 
extending G months tind more. FimiUy, 
the jirofit margins on mortgage loans 
were subs tant ia l^ gretUer in 19GS than 
19GG, since the rates jiaid by lending 
institutions for deposits rose less last 
3-ear than in 19GG while those earned 
on mortacage loans rose more. 

Inventory Investment 

IN marked contrast to the 2 preceding 
years, when changes in inventory in­
vestment constituted a dynamic ele­
ment in the economy, business accumu­
lation of iiiA-entories in 1968 was not 
a significant source of change in GNP. 
For the year as a whole, businessmen 
added about $7)2 bilhon to their inven­
tories, only about $1)2 biUion more than 
the 1967 accumulation, which was far 
below the record $14.7 biUion lise of 
1966. 

Virtuallj- all of the increase in busi­
ness stocks in 1968 was reported by 
nonfarm concerns, ui) $7.2 biUion in 
19GS as compared with $5.6 biUion in 
1967. Here, durable goods comi)anies 
iiccounted for all of the rise hi accumu­
lation since nondurable investment was 
the same in both j-ears. Fa rm stocks 
advanced a little less in 1968 than in 
1967. 

In 196S as in 1967, manufacturers 
accounted for the major part of the 
overall inventory acciunulation, but the 
rise of almost $4 billion in their stocks 
last A êar was somewhat less than their 
1967 addition. Stocks of trade firms 
rose $2.8 billion last year, considerably 
more than the $0.5 billion rise during 
1967. 

The pattern of inventory iiiA'^estment 
Avithin the year Avas A'̂ ery irregular, in 
part reflecting varying rates of expan­
sion in sales, esjiecially at retail. In the 
opening quarter of 1968, a largely un­
expected upsurge in sales caused inven­
tory inA-estment to fall sharply, bu t 
this movement Avas reA^ersed in the 
spring as the expansion in sales abated. 
The rate of iuA^entory accumulation 
edged doAvn in the summer but appears 
to liaA ê picked up again in the closing 
quarter of the ye;ir .is trade sales 
shoAved no further rise. 

[iiA'entory iiu'estment during the year 
also reflected special influences afi'ecting 
steel iind automobiles. The stockpiling 
of steel against the possibility of .i steel 
strike at the end of July bolstered in-

A^entory iuA'estment in the first half of 
tlie year; Avith a strike averted, steel 
consumers liquidated stocks during the 
second lialf. Auto dealers added heavily 
to their stocks in the first 6 months of 
1968 to make up for the deficiencies 
caused by the auto strike in late 1967, 
but made only slight further additions 
in tlie fintil 6 months. 

The rtitio of nonfarm stocks to G N P 
in 1958 dollars (chart 15) continued to 
recede during the year from the peaks 
of early 1967, but remained aboA'e the 
aA'erage of the jireceding 5 years. 

Manufaclnrers' addition.s 
With contributions from aU major 

industries, manufacturers of durable 
goods added about $2 billion to their 
stocks in 1968, doAvn from ti $3 billion 
increase of 1967. The defense product 
industries, Avhose additions to iuArentory 
made up one-half of the tot-al in 1967, 
contributed only one-third of the smaller 
1968 increase. The rate of inA-entoiy in-
A-estnient by machinery and equipment 
firms also fell in 1968, Avith the total 
stock increase for this group onty one-
quarter of the 1967 incretise. 

Ratio of Nonfarm Stocl(s to GNP 

Percent 
24 

23 

20 I I I r t I I I I I r ) I I I I I r I I I I I t 1 I I I 1 I r t I I I I 

1 9 6 0 61 6 2 63 64 65 66 67 68 

Note.-Based on seasonally adjusted constant dollar data. 
Stocks, average iot quarter. GNP at annual rales, 

U.S. Deparlmenl of Commerce. OHice of Busiaess Economics t^^-1-
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The major increase in durable goods 
nianufacturers' inventories in 1968 oc­
curred in the work-in-process stage of 
fabrication, although holdings in both 
the materials and supplies and finished 
goods categories also rose during the 
year. 

Stocks held by nondurable goods 
manufacturers rose $1.8 billion in 1968, 
about $K bilUon more than the year 
before. The 1968 increase Avas Avidely 
distributed among the component in­
dustries. About 60 percent of the 
advance consisted of finished goods, 
Avith the remainder fairly evenly divided 
betAveen materials and Avork-in-process. 

Trade inventories rise 

Durable goods retailers, AÂhose stocks 
declined in 1967, contributed most to 
the expansion in retail inventories 
during 1968. Virtually aU of the $1^ 
bilUon increase Avas attributable to 
larger holdings of retail auto dealers, 
in sharp contrast to the decline in 
these stocks during 1967. Other major 
durable goods retailers lifted their stocks 
slightly during 1968 but Avith gains some­
Avhat less than those of the year before. 

Stocks held by nondurable goods 
dealers rose at a steady pace throughout 
the year, accumulating $0.7 billion for 
the year as a Avhole —$% bilUon more 
than in 1967. Most of the increase 
Avas reported by general merchandise 
stores. 

Wholesalers added about $0.7 bil­
lion to their stocks in 1968, less than 
the accumulation in 1967. Durable 
goods Avholesalers accounted for the 
bulk of this increase, largely in the 

metals and metal products groups 
affected by the threatened steel strike 
in the middle of the year. 

Stocks of nondurable goods whole­
salers shoAved little change this year 
as compared Avith about a $1 biUion 
increase in 1967. A SIOAV start in the 
first quarter and Avidespread increases 
during the second Avere foUoAved by a 
drop in the third, due largely to 
smaller holdings of farm products and 
raAV materials. During the fourth 
quarter, the trend turned upAvard again. 

Stock-sales ratio 

The foregoing analysis of inventory 
changes Avas based largely on stock 
holdings after inventory valuation ad­
justment (GNP basis). In terms of book 
values, manufacturing and trade inven­
tories rose about $10 bUlion during 

1968, considerably more than the $6.6 
bUlion rise! in the preceding year. Over 
$3 biUion of the 1968 book value rise 
Avas attributable to higheir inventory 
replacement cost. Manufacturers' stocks 
rose nearly $6.0 bUlion during the year, 
retaUers' stocks over $3.0 biUibn, and 
wholesalers' inventories about $1.0 
bUlion. 

For aU manufacturing and trade 
firms, the ratio of (book value) stocks 
to sales was loAver at the end of No­
vember 1968 than at the end of 1966 
and 1967. HoAvever,' the ratio was 
higher than those for the preceding 5 
years. The same broad pattern is evi­
dent in the separate ratios for manu­
facturing, Avholesale trade, and retaU 
trade. It may AveU be that with ex­
pectations of rising sales and prices, 
businessmen do not consider their in­
ventory position to be burdensome. 

Government Expenditures and Receipts 

GOVERNMENTS at aU levels made 
an important contribution to the rise in 
final demand last year. Their purchases 
of goods and services rose nearly $19 
biUion—divided about equaUy betAveen 
Federal and non-Federal—to a total of 
$197 biUion. Although the increase Avas 
someAvhat smaller than in the previous 
year, its share of the rise in total produc­
tion was considerably less—25 percent 
as compared Avith 50 percent in 1967. 
Nondefense outlays (including those of 

- M a n u f a c t u r i n g and Trade: Ratios of Stocks t o Sales 

, 
End of 
year 

1061 

1963 . . . 
1964 

1985 
1966 
1967 . . . 
1068 • 

Total k-
manufac^ 

turing .•, 
and trade ' 

1.50. 
1.63-
1.49 
1.45 

1.46 
1.56 
1.56 
1.53 

1 ..Manufacturing 

Total 
i 

• V • * • • 

.. 1.'68 
- 1.77 

1.66 
1.62 

1.59 
1.72 
1.73 
1.67 

Durable 
goods 

i industries 

1.03 
2.05 
1.91 
1.83 

1.80 
2.00 
2.01 
1.98 

Non­
durable 
goods 

industries 

1.42 
1.48 
1.39 
1.37 

1.34 
1.37 
1.37 
1.31 

Retail 

Total 

1.39 
1.38 
1.40 
1.37 

1.40 
1.51 
1.49 
1.47 

Durable 
goods 
stores 

1.86 
1.82 
1.84 
1.74 

1.84 
2.11 
2.07 
2.08 

Non­
durable 
goods 
stores 

1.18 
1.18 
1.20 
1.18 

1.18 
1.22 
1.22 
1.18 

Merchant wholesalers 

Total 

1.16 
1.15 
1.16 
1.13 

1.13 
1.22 
1.23 
1.19 

Durable 
goods 

establish­
ments 

1.57 
1.57 
1.54 
1.49 

1.47 
1.61 
1.57 
l.fiO 

Non­
durable 
goods 

establisli-
ments 

0.86 
.85 
.88 
.85 

.86 

.91 

.94 

.92 

' End of November. 

State and local governments) rose aboiit 
$12 biUion in 1968 as compared with 
about $10K biUion in 1967. Returning 
to the pattern of change in the early 
1960's, these purchases advanced more 
than those for defense. The earlier 
trend was broken around mid-1965 
when the Federal Government stepped 
up its outlays for the Avar in Vietnam. 

Other government expenditures, such 
as transfer payments and interest, also 
continued to increase in 1968. The 
$7% bUlion advance over the preAdous 
year brought the rise in total expendi­
tures of aU governments to about $26 
bUlion (NIA basis). 

Large as these Avere, they Avere ex­
ceeded by an increase in receipts of 
$33K bUlion. The 1967-68 advance in 
receipts Avas a record gain, the result of 
increased yields from existing taxes 
in a rapidly expanding economy and 
neAV taxes or higher tax rates at all 
levels of government, notably the 
Federal surcharge on individuals and 
corporations. The Federal tax increase 
Avas enacted at midyear in an effort to 
minimize the Federal budget deficit 
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and to dampen inflationary pressures 
in the economy.. 

Smaller deficits in 1968 

With receipts advancing more than 
expenditures, both Federal and State 
and local governments moved toward 
smaUer deficits in 1968. The change was 
most pronounced in the Federal sector, 
where the deficit decUned to $5K bUlion 
from the record $12K bUlion level shoAvn 
in 1967. This change occurred primarily 
in the second half of the year, when the 
deficit averaged about $1)^ bUlion at an 
annual rate as compared Avith more than 
$9 biUion in the first half. The sharp 
second-half shift reflected the higher 
taxes and lower expenditures caUed for 
by the Revenue and Expenditure Con­
trol Act of 1968 passed by Congress in 
June. 

This legislation provided for (1) a 10 
percent surcharge on corporate and 
individual income taxes, effective Jan­
uary 1, and AprU 1, 1968, respectively, 
Avith individual AAdthholding beginning 
July 16; (2) an extension of the 1967 
excise tax rates on automobUes and 
telephone services to January 1970; and 
(3) a ceUing on expenditures in fiscal 
1969 that aUoAved for some exemptions, 
such as exi^enditures for Vietnam, 
interest, and social security. The ncAv 
legislation also placed a limitation on 
the number of ciAolian employees in 
the Federal Government. 

F e d e r a l G o v e r n m e n t 

The Federal Government purchased 
$100 bUlion of goods and services in 
1968. The adAi-ance of nearly $9K bUlion, 
although substantial, Avas the smaUest 
since the Vietnam buUdup began in 
1965. 

Defense spending increased oiUy $6K 
bUlion last year as compared Avith 
nearly $12 bilUon in 1967 primarUy 
because of slower groAvth in the delivery, 
of goods. These deliveries accounted for 
a much sraaUer proportion of the gain 
in defense purchases than in 1967, as 
the foUowino; table shoAvs: 

Employee compensation 
All other goods and services.. 

1966 1967 1968 

Change from previous 
year, ($ billions) 

10.4 
3.6 
6.9 

11.8 
2.8 
9.0 

e.5 
3.3 
3.2 

Moreover, most of the slowdown i n 
the deUveries of goods was centered in 
theprocurement of major defense items. 

Ordnance, vehicles, and re-

Electronics and communica-

All other procurement... 

1966 1967 1968 

Change flrst 9 months, 
($ billions) 

3.2 
1.2 

.8 

.2 
1.1 

4.1 

1.4 

2.5 

.2 

0.7 

.7 

.3 
- . 3 

Of the other major defense expenditure 
categories, operation and maintenance 
costs were up considerably less in the 
first 9 months of 1968 as compared 
Avith the same period of 1967, whUe 
expenditures for research and develop­
ment declined. 

In contrast to last year's smaUer 
gains in the purchases of goods, com­
pensation of mUitary and civilian per­
sonnel advanced someAvhat more than 
in 1967. The strength of the Armed 
Forces increased by about 150,000 men 
through the first half of the year, 
peaking in June at over 3.5 mUUon. 
This increase partly reflected the reserve 
caUup foUoAAdng the Te t offensive and 
the Pueblo incident. HoAvever, from 
June to November (the latest month 
avaUable) there was a decline of over 
100,000 men. CivUian employment in 
the Department of Defense, about 1.1 
miUion employees, shoAved little change 
after increasing substantiaUy in 1967. 

TAVO civiUan and military pay raises 
also added to the increase in 1968 com­
pensation. The first, effective m October 
1967, added about $% biUion to the 
1968 increase in Defense Department 
compensation; the second raise, effec­
tive July 1968, added another ^ji bUlion. 

Surge in nondefense purchases 

Federal nondefense purchases regis­
tered a record $3 biUion gain tha t 
brought the total to more than $21 

bUlion for the year. This rise was due 
to two major factors. The first was a 
$2 biUion increase in pm-chases by the 
Commodity Credit Corporation. The 
large advance in agriciUtural purchases 
Avas a result of expanded output, 
particularly in wheat and soybeans, 
whose prices feU considerably. The 
second factor responsible for the rise 
Avas a large increase in payrolls reflect­
ing the two pay raises. The foUowing 
table shows the composition of the 
increases in nondefense purchases in 
recent years. 

Total nondefense purchases 
Employee compensation 
Commodity Credit Corpora-

N A S A . . . 

1966 1967 1968 

Change from previous 
year ($ billions) 

.0 
.6 

- 1 . 6 
.4 

1.4 
.4 

1.2 
- 1 . 1 

2.9 
.7 

2.1 
—.3 

OASDI benefits advance 

Other categories of Federal expendi­
tures—transfers, grants, interest, and 
subsidies—amounted to more than $82 
billion in 1968. These advanced more 
than $9 billion last year, or some $1 
billion more than in 1966 and 1967. 
As in 1967, transfer payments to 
persons AA'-ere the strongest element in 
the advance, accounting for over $5K 

Federal Deficit 
Tax Increase and expenditure slowdown 
reduced deficit in second lialf 

Billion $ 

CHART 16 

-15 
1st 2d 1st 2d 1st 2d 

1966 1967 1968 

Half Years, Seasonally Adjusted at Annual Rate 

U.S. Oepattment of Cominerce. Otfice of Business Economics 69-1-15 
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bilUon of the total gain. HovArever, in 
contrast to 1967, when medicare trans­
fer payments accounted for half of the 
increase in total transfers, over 60 
percent of the 1968 rise resulted from 
OASDI benefits. 

The large gain in OASDI payments— 
about $3H bUUon— Avas mainly the 
result of the 1967 amendments to the 
Social Security Act. The chief pro­
visions under these amendments called 
for a 13 percent across-the-board increase 
in benefits—the sixth since the program 
started and the largest since 1950— 
and a rise from $44 to $55 in the 
minimum monthly payment. 

The Social Security Amendments of 
1967 also enlarged the medicare pro­
gram by aUowing for expanded coverage 
of medical care and services. Cur­
rently, medicare has an enroUment of 
over 19 miUion persons, some 9 million 
of whom received benefits last year. 
Medicare transfers totaled more than 
$5K biUion in 1968, an increase of about 
$1 biUion over 1967, because of in­
creased UtUization and rapidly rising 
hospital and medical costs. For example, 
according to the Social Security Ad­
ministration, hospital charges per claim 

Increases in Federal Government Receipts 
Due To Higher Yields From Existing Taxes 
and Tax Changes 
« Total receipts show record increase of 

$26 billion in 1968 
• Yields from existing taxes were $17 billion 
• Tax changes added $9 billion 

Billron $ 

30 

25 

20 

15 

Due to 

Personal & 

Corporate 

Surtax 

1966 1967 1968 

Change From Previous Year 

U.S. Oejurtment of Conrmerce, Office of Brjslness Economics 
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(not aU of which are. reimbursable) 
increased from $656 in July 1967 to 
$737 in July 1968. Medical charges per 
biU (again, .not aU reimbursable) in­
creased from $59 in August 1967 to $64 
in August 1968. 

Larger benefits for veterans also 
added to the rise in personal transfers. 
The largest increase occurred in educa­
tion benefits for veterans returning 
from Vietnam. Veterans' pensions and 
readjustment benefits also rose owing 
to cost-of-living increases and other 
adjustments provided for by recent 
congressional action. 

Medicaid boosts grants 

Grants-in-aid to State and local 
governments—nearly $18K biUion last 
year—advanced more than $2% bilUon, 
almost double the rise of 1967. Public 
assistance grants, particularly for aid 
to dependent chUdren (AFDC) and 
medicaid, accounted for the bulk of 
this increase, rising by over $% bUlion. 
The number of recipients receiving 
AFDC increased from 5.1 miUion in 
August 1967 to 5.7 miUion in August 
1968; the average monthly payment in 
the same period increased from about 
$38 to $42. Highway grants rose almost 
$^ biUion in 1968 after declining nearly 
$% bUlion in 1967, when they were held 
back for some time as a means of 
limiting budget expenditures. 

Net interest paid amounted to nearly 
$12 biUion in 1968, advancing by over 
$1}̂  biUion because of rising interest 
rates and a larger pubUc debt. The rise 
in market interest rates to the highest 
levels in 40 years accounted for about 
two-thirds of the higher costs of financ­
ing the Federal debt. The average 
interest rate (as of November 30) was 
about 4.6 percent on an interest-bearing 
debt of $354 biUion as compared with 
4.3 percent on a debt of $342 biUion in 
1967. 

Subsidies (less the current surplus of 
government enterprises) recorded a 
moderate decline of about $M biUion for 
the second straight year. This decline 
was the result of offsetting factors: (1) 
Government payments to farmers 
showed a gain of about $% biUion owing 
to increased participation in the feed 
grain program, whUe (2) government 
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enterprise deficits, particularly for the 
CCC and the Post Office, were down 
nearly $̂ ^ bUlion from 1967. The decline 
in the Post Office deficit reflected postal 
rate increases, partly . offset by pay 
raises for postal workers. 

Record rise in receipts 

Federal receipts advanced a record 
$26 bUlion in 1968 to nearly $177 bU­
lion. About $17 biUion of this excep­
tional rise was due to increased yields 
of existing taxes on higher personal 
income, profits, and employment. The 
additional $9 biUion was the result of 
the 10 percent surcharge on personal 
and corporate taxes—nearly $7 bUlion 
of the total—and of an increase in the 
maximum earnings subject' to social 
security taxes. 

Among the various types of receipts, 
the largest increase—about $12 bU­
lion—was in personal tax and nontax 
receipts. Over one quarter of this ad­
vance was the result of the surcharge 
that affected payroUs beginning July 
15. However, even before the siu-charge 
went into effect, personal taxes were 
increasing rapidly because of the sub­
stantial gains in personal income and a 
rising marginal withholding rate. 

Corporate profits tax accruals ad­
vanced $7K biUion last year. The in­
crease was divided about equaUy be­
tween the effects of the surcharge and 
the large rise in corporate profits. 

Indirect business taxes also moved 
ahead strongly—about $1K biUion—in 
contrast to relatively smaUer gains 
throughout the 1960's. Tax liabUities 
on autos and trucks led the advance, 
reflecting the recovery of vehicle pro­
duction foUowing the 1967 decline. 

Contributions for social insurance 
programs advanced $4% bilUon; this 
was some $1 bUlion more than the 
increase in 1967, but was well below 
the record $8 bilUon gain recorded in 
1966. Most of the 1968 rise—over $4 
bilKon—came in OASDHI contribu­
tions. The increase in the wage base for 
social security tax purposes—from $6,-
600 to $7,800 effective in January— 
accounted for $2 billion of this advance. 
Also, in April, the voluntary sup­
plementary medical insurance (SMI) 
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monthly pajrment was increased.from 
$3 to $4, adding some $200 milUon to 
contributions. This category of receipts 
will also advance sharply in 1969 as 
the combined social security tiax rate is 
scheduled to increase from 8.8 to 9.6 
percent this month, adding about $3 
billion (annual rate) in the first quarter. 

S t a t e and Local G o v e r n m e n t s 

State and local governments con­
tinued to be an important factor in 
final demand, generating $97 bUlion in 
purchases of goods and services in 1968, 
$9 bUUon more than in 1967. 

As usual, the rise in purchases cen­
tered in employee compensation, which 
advanced almost $5% bUlion. Average 
pay and employment levels continued 
their steady growth. State and local 
government employment increased 
nearly 500,000 persons last year, \\dth 
about two employees being added in 
education for each employee added in 
aU other functions combined. 

New construction outlays advanced 
over $2 bUUon, sUghtly exceeding the 
1967 increase. Education construc­
tion—a major component of the total— 
showed signs of leveUng off, whUe ex­
penditures for mass transit systems, 
highways, and hospitals moved up 
sharply. 

The past few years have %vitnessed 
large increases in purchases other than 
those for compensation and construc­
tion, largely because of Federal pro­
grams. In particular, Federal grants 
for medicaid have expanded State and 
local purchases in the areas of health 
and welfare; by 1968, most State gov­
ernments had enacted legislation to take 
advantage of the Federal program. As 
a result, expenditures on these pro­
grams last year increased about $1K 
bUlion to over $4 biUion. This was 
tmce the amount spent 2 years ago 
and compares with outlays of only $% 
bUlion in 1960. 

Other types of expenditures, such as 
transfer paynaents and net interest 
costs, advanced about $1 bUlion in 1968, 
somewhat more than the preceding year. 
Almost aU of this rise occurred in trans­

fer payments, which totaled over $9K 
biUion. The advance was attributable 
to both higher benefit payments and a 
substantial increase in the number of 
pubUc welfare recipients, which in­
creased more than one-half million 
persons in the first 9 months of 1968. 

Receipts up sharply 

Receipts of State and local govern­
ments totaled about $102K bUUon in 
1968 for an increase of $10K biUion, 
after an advance of $7}̂  biUion in 1967. 

Of the major types of receipts, the 
largest—^indirect business taxes—ac­
counted about one-half of the increase. 
Property taxes represented $2^ biUion 
of this rise, whUe State sales taxes in­
creased $1^^ bUlion, or more than 50 
percent above the previous year's gain. 
Two-thirds of the 1968 advance was 
due to higher tax rates; 17 States 
raised sales taxes in the last 2 years. In 
addition, indirect business taxes were 
augmented by increased tax rates on 
motor fuel and cigarettes in several 
States. 

Personal tax and nontax receipts 
rose more than $2 biUion, or 15 percent.. 
Rising incomes as weU as higher tax 
rates in New York, Massachusetts, 
Mississippi, and the District of Col­

umbia and a new personal income tax 
in Nebraska contributed to this large 
increase. 

Corporate income tax accruals ad­
vanced over $% biUion. A large share of 
this rise was attributable to higher rates 
in six States and the District of Col­
umbia and to the adoption of new 
corporate income taxes in Michigan 
and Nebraska. 

A summary of tax changes and new 
tax enactments by State governments 
appears in the table below. 

While State and local yields from 
taxes were rising by slightly over 10 
percent, Federal government grants-
in-aid increased over 17 percent, or 
$2K billion. Much of this advance is in 
the form of built-in increases and does 
not represent new programs or major 
changes in existing ones. For example, 
as the number of persons on weKare 
increases, pubUc assistance grants (in­
cluding medicaid) rise automatically as 
the Federal government must match 
State and local outlays for these 
programs. 

Second consecutive deficit 

Despite grovsdng surpluses of em­
ployee pension funds, State and local 
governments recorded a deficit for the 

Tax Changes of State Governments , 1968 

Personal 
income 

X . 

X 

X 
N 
X 2 

X 

33 

Corp. 
income 

X 

X 
X 
N 
X 
N 
X 

X 

X 

29 

Sales 
tax 

X 
X 

X 

X 

X 

X 

X 

38 

Cig. 
tax 

X 

X 

X 
X 
X 
X 

X 

48 

Liquor 

X 

X 

X 

47 

Gasoline 

X 

X 

X 

X 

X 

X 

44 

Other > 

X 

• " X N " 

X N 

N 

N 
N 
X 
X 

42 

Est. 
yield ($ 

miUions) 

350 
3 

96 
12 
70 

110 
68 
50 

117 
4 

153 
15 

130 
21 

176 
3 

72 
9 

1,451 

N New tax. 
X Increase in existing levy. 
N.a. Not available. 
> Alaska, aviation fuel excise and oil and gas production 

tax; Kentucky, motor velilole usage tax and realty transfer 
tax; New Jersey, motor vehicle licensing and registration 
and realty transfer tax; New York, realty transfer tax; 
South Carolina, gift tax; South Dakota, realty traiisfer tax; 

Texas, franchise tax; Vermont, rooms and meal tax. 
2 Commuter tax applicable only to Now York residents 

working in Now Jersey increased to conform with New 
York rates. 

Sources: Tax Administration News; Tax Foundation, Inc.; 
Commerce Clearing House; Office of Business Economics. 

329-153 O - 69 - 3 

file:////dth


IS 

second consecutive year. In 1968, these 
pension funds recorded a surplus of 
approximately $4^ biUion, up from $4 
bUlion a year earlier. In contrast, gen­
eral funds of these governments con­
tinued to register a substantial deficit. 
Although general fund deficits have 
been common throughout the 1960's, 
they have grown markedly in the past 
2 years. Increasingly, State and local 
administrators, faced with jniblic con­
cern about increasing tax rates, have 
turned to credit markets for new 
sources of funds. This has been eAddent 
in the past 2 years, when new bond 
issues by State and local goA'ernments 
increased A'cry sharply despite rising 
interest rates. In 1967, bond issues 
increased almost 29 percent, and for 
the first 10 mouths of 1968, they were 
about 20 jiercent ahead of the com­
parable period a year earlier. 
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Fiscal Position of 
State and Local Governments 

Deficit shown for second straight year 

Billion S 

Pension Funds 

>w' mm^-.-
' General and Enterprise Funds 

I I I 

\ 
\ 
% 

I .. I 

National Income 

I960 62 64 66 68 
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LAST year's advance in G N P was 
reflected in widesjiread income gains. 
Employee compensation posted a rec­
ord annual increase of $45}2 billion, or 
9% jiercent. Corporate iirofits, which 
had dechned in 1967, recovered 
strongly; on the basis of data that 
are still incomplete, before-tax jirofits 
rose 13 percent. Business and profes­
sional income as well as rental income 
rose about in line with recent experi­
ence, ^\•hile the rise in net interest 
accelerated. Farm proprietors' income 
recovered sharply from the 9% jiercent 
decline in 1967. Rising j^rices for farm 
products and a step-up in government 
payments were mainly responsible for 
last year's 5 percent increase in farm 
projirietors' income. 

All told, the rise in national income 
came to $60 bUhon or 9 percent—a 
substantial advance over the 5 percent 
rise the year before. Although the 
dollar gain was the largest ever, the 
relative increase fell short of the 10 
percent increase of 1966. 

Employee compensation rises 

Increased employment and much 
higher rates of j^ay brought about 
record dollar increases in |irivate and 
public ]iayrolls last year. The $45M 
bUlion rise in employee compensation 
reflected a $30 billion gain in private 
\\-ages and salaries, a $10 biUion rise in 
government ])a3n-olIs including mUi­
tary, and nearly a $5)2 billion advance 
in siipjUements (mainlj' em[)loyer con­
tributions to Social Security and to 
private pension funds and health 
]-)rograjns). 

Increased man-hours accounted for 
only a minor part of last year's 9 ])er-
cent gain in ]uivate wages and salaries 
(chart 19). Witli shortages in many 
labor markets alreadj'' common as the 
year began, tlie lieightened demands of 
1968 elicited a sizable but not unusuaUy 

large rise in employment—1.5 miUion 
or 2.8 ]:)ercent. This was Avell below the 
average 4 percent gain in tlie years 
1964-66, when large ])roduction ad­
vances occurred in a setting of higher 
un emjiloyment. 

The increase in employment last year 
accounted for all of the increases in 
man-hours as A\-eekly hours of work, 
which have .sliown a secular downtrend 
for nonsn])ervisory employees, de­
creased slightly. Hours of work rose in 
most manufacturing industries, but 
tliis increase was more than offset by 
shorter hours in construction and trade. 

Percent Change in National 
Industry 

Agriculture, forestry, ,in(l fisheries 

Electric, g.is, and sanitary services 

Finance, insurance, and real estate 

Government un(l gov't, enterprises. 

Income, by 

1966-67 

5.2 

- 4 . 9 
3.1 
2.5 
3.6 
1.9 

4.4 
4 .8 
5.7 
5.8 

5.7 
8.4 

10.6 
9.5 

1967-68 

9.2 

.5.1 
7.6 
9.7 
9.5 
9 .8 

7.3 
9.2 
8.5 
9.0 

9.0 
8.2 

11.6 
8.7 

In tlie latter group, the growing im­
portance of part-time workers was 
responsible for a continuation of the 
long-term decline in weekly hours. 

Higlier average hourly earnings, on 
the otlier hand, accounted for more than 
two-thirds of the rise in private pay­
rolls. The 6.3 percent increase in hourly 
earnings of nonsupervisory workers was 
substantially greater than the average 
4.7 ])erceut rise of 1966 and 1967 and 
the average 3.2 percent rise during 
1961-65. 

Government civilian payroUs con­
tinued their steady upward trend last 
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year, posting a record gain of $8 billion 
over 1967. State and local governments 
were responsible for $5% billion of this 
increase as a result of both higher em­
jiloyment and higher rates of pay. After 
rising early in the year. Federal civilian 
employment was reduced as jiart of 
the jirogram of fiscal i-estraint ]:)assed 
in late June. For the year as a whole, 
the employment gain was the smallest 
since 1964, and the major psxvt of the 
$2% biUion rise in Federal civilian jsay-
roUs reflected higher rates of jiay. 
Military payrolls rose about $2 billion 
from 1967 to 1968 chiefly as a result 
of pay increases. 

Corporate profits higher 
Strong market demands in 1968 jjer-

Nonagricultural Establishments 
The 1968 rise in private 
nonfarm payrolls . . . 

Percent Change From Previous Year 

12 

reflected a sharp increase in 
rates of pay . . . 

a rise in employment. 

and a slight dip in weekly hours of work 
AVERAGE WEEKLY HOURS 

IVJi.W>tJL!;![~ 

1963 64 65 66 67 68* 

•Preliminary 
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mitted a widening of corporate profit 
margins, and with the volume of corpo­
rate output higher, profits before taxes 
rose sharply. On the basis of data that 
are still incomjUete, before-tax profits 
rose about $9 billion to a record $89 
billion—a development that stands in 
marked contrast to the $8)2 billion 
decline a year earlier. In relative 
terms, the rise in profits amounted to 11 
percent and, during the current cyclical 
advance, was surpassed only by the 
14% percent increase scored in 1965. 
Profits were higher for all the broad 
industry groups in 1968, but the rise 
was most pronounced in manufacturing, 
jaarticularly durable goods. 

Book jjrofits, which include gains or 
losses due to difl'erences between the 
rejUacement costs of goods taken out 
of inventory and their recorded ticqui-
sition costs, rose even more than the 
national income version of jDrofits. 
This was due to the behavior of the 
inventory valuation adjustment (IVA). 
With wholesale prices rising more 
rapidly in 1968 than in 1967, the IVA 
increased from $1.2 billion to $3.1 
biUion; consequently, book profits rose 
$1.9 more than the national income 
measure. 

Corporate tax liabilities rose very 
sharply in 1968, partly because jirofits 
were higher, bu t mainly because of the 
increase in taxes resulting from the 
imposition of the surtax. After-tax 
profits were only $3 biUion or 6 percent 
higher in 1968 than in 1967. Moreover, 
with dividend payments rising nearly 
the same amount as after-tax profits, 
retained earnings (at $26.4 billion) 
were only about $1 billion above those 
of 1967 and were stiU significantly 
below their 1966 record high of $29.3 
billion. Most of last year's rise in cor-
jjorate internal funds came from a $4 
billion increase in capital consumption 
allowances. 

Industry gains widespread 

All industries contributed to the 1968 
income rise. The income originating in 
nearly all the major industry groups 
was considerably greater last year than 

19 

in 1967, with most gains falling in the 
rather narrow range of 7 to 10 percent. 
Government showed an above-average 
increase of 11}^ percent, and agriculture, 
a below-average advance of 5 percent. 
Contrasts with the relative changes in 
1967 were most striking in the case of 
manufacturing, notably durable goods, 
and agriculture, as may be seen in the 
table on p. 18. 

Corporate Profits 
Book profits before taxes rose 
sharply in 1968 . . . 

Billion S Change From Previous Year 

i i 

10 

5 

0 

BEFORE T 
(Excl IVA) 

" 

W 

m~s -m 
m^ 

mi 
-

but taxes were also higher, partly 
because of the surtax . . . 

TAX LIABILITY 

-

, l - l 1 .^1 
1 1 

-

and after tax profits were up only 
moderately 

AFTER TA 

1 -1 

< 

1 • 1 

i 

0 

With dividend payments h i g h e r . . . 

DIVIDENDS 

r—1 1—^ !•• 1 l - l r--n IT--1 

0 

5 

,5 

the rise in 
was small 

UNDISTRIE 

undistributed profits 

UTED PR JFITS 

_nii ..̂ ^=^_ 

1963 64 65 66 67 68" 

*Preliminary 
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Labor Markets and Priees 

J. HE year 1968 was the third con­
secutive year of large price increases 
and a sharp contrast to the situation in 
the first half of the 1960's. During the 
early stages of the upswing that began 
in the winter of 1961, large annual 
gains in output were realized with only 
a slight upward drift in prices. From 
1961 through 1965, real GNP increased 
at an annual rate of 5% percent, and 
prices—as measured by the impUcit 
deflator for GNP—^rose at a rate of 
1% percent per year. This comparative 
price stabiUty reflected mairUy the 
continued existence of idle resources 
of both labor and capital. Unem­
ployment, whUe tending downward 
during these years, was stUI relatively 
large: 6% percent in 1961 and 4^ per­
cent in 1965. At the same time, the rise 
in average compensation per man-hour, 
about 4:% percent per annum, exceeded 
oiUy sUghtly the gains in productivity, 
and unit labor costs increased only 
fractionaUy each year. 

By mid.-1966, with the Vietnam 
buUdup superimposed upon civUian 
demands that were already buoyant, 
there were signs that the weU-balanced 
business growth that had character­
ized the preceding years was ending 
and that the economy was beginning 
to expand imevenly and in excess of 
its capabUities. With the rate of ad­
vance in total output spurting to over 
Q% percent for the year, these emerging 
imbalances and inflationary develop­
ments intensified in late 1965. 

In 1966, pressures on resources 
mounted, as the advance in real GNP 
continued at the rapid pace of the 
previous year. The unemploynaent rate 

in 1966 dropped to 3Yi percent. Com­
pensation per man-hour rose more than 
7 percent, the growth in productivity 
slowed, and unit labor costs showed 
their first sizable increase of the ex­
pansion. Mainly because of these cost 
increases, prices rose more than 2% 
percent. 

Even though the pace of the output 
advance slowed considerably in 1967, 
the unemployment rate-price record 
for that year was Uttle different from 

that of 1966. PrincipaUy because of 
large withdrawals from the labor force 
in the early part of the year, when the 
business expansion was very slow, the 
unemployment rate showed no in­
crease as compared with 1966. Average 
compensation went up somewhat less 
than the year before, but there was 
little rise in productivity. Unit costs— 
labor as weU as nonlabor—showed a 
large advance, much of which was 
reflected in higher prices. 

Labor Markets in 1968 

PRESSURES in the labor market were 
severe during 1968. For the year as a 
whole, the number of new jobs created 
outstripped the rise in .the civilian 
labor force, and the number of persons 
unemployed was reduced. 

The unemployment rate, which was 
already at the unusually low level of 
about 3% percent toward the close of 
1967, changed little during most of 
1968. However, conditions became stiU 
tighter late in the year, and the rate 
dropped to 3.3 percent in November 
and December, the lowest ratios re­
corded since the Korean conflict (chart 
21). For 1968 as a whole, the unem­
ployment rate averaged 3.6 percent, a 
little under the 3.8 percent registered 
in each of the preceding 2 years. 

The demand for labor was extremely 
strong in 1968, especiaUy for skiUed 
and experienced employees. With the 
cost of living rising rapidly, with labor's 

bargaining position very favorable and 
with several important contracts up 
for renewal, major contract settlements 
provided large gains that were an im­
portant factor in last year's sharp 
acceleration in rates of pay. Wage in­
creases were obtained in a setting of 
considerable labor unrest; the number 
of strikes was the largest in 15 years 
and time lost from strikes was the 
largest since 1959. 

Employment totals 76 million 
CivUian employment rose 1.5 miUion 

last year to 76 miUion. The size of the 
employment gain was little different 
from the advance registered in 1967 
but was below the annual increases 
of 1.8 milUon in 1965 and 1966. Last 
year's gain in the civiUan labor force 
came to 1.4 miUion, less than the rise 
in 1967 but about average for other 
recent years. 

24 



January 1969 SURVEY OF CUREENT BUSINESS 25 

Annual Changes in Nonagricultural 
Employment and Sources of Change 

[Millionsj 

1961 
1962 
1963 
1964.... 

1965 
1966.-.. 
1967 
1968—.. 

Increase 

agri­
cultural 
employ­

ment 

0.2 
1.2 
1.3 
1.7 

1.9 
2.2 
1.6 
1.6 

AU* 
sources 

0.2 
1.3 
1.3 
1.7 

2.0 
2.2 
1.6 
1.6 

Increase 
in 

civilian 
labor 

. force 

0.8 
.2 

1.2 
1.3 

1.4 
1.3 
1.6 
1.4 

Decline 
in un­

employ­
ment 

- 0 . 9 
.8 

- . 2 
.3 

.4 

.6 
- . 1 

.2 

Decline 
in 

MTt-
cultural 
employ­

ment 

0.3 
.3 
.3 
.2 

.2 

.4 

.1 
0 

•Total equals increase in the civilian labor force plus the 
decline in unemployment plus the decline in agricultural 
employment. 

NOTE: Detail may not add because of rounding. 
Source: Basic data from Department of Labor. 

In the tight labor market of 1968, 
adult women accounted for about 55 
percent (875,000) of the employment 
rise even though they accounted for 
only one-third of the total number of 
jobholders in 1967. In contrast, adult 
men fiUed only about 35 percent 
(575,000) of the new jobs although they 
held three-fifths of the jobs the year 
before. The rise of 100,000 in teenage 
employment of both sexes was about 
proportional to their importance in 
1967 employment. 

The nonfarm sector accounted for 
aU of last year's employment change. 

After having shown continuous reduc­
tions since 1960, agricultural employ­
ment last year was about unchanged 
froni 1967. This leveling off further 
intensified pressures in the nonagri­
cultural job market. During the 1960's 
the movement of farm workers to non-
farm jobs averaged about 200,000 per 
annum and, as the table indicates, was 
an important source of supply for the 
nonagricultural labor market. 

Advance in nonfarm employment 

The number of employees on non-
agricultural payroUs rose more than 2 
miUion (3 percent) last year to total 
about 68 milUon, according to data 
from nonfarm estabUshments. The 1968 
payroU employment gain slightly ex­
ceeded the advance registered in 1967, 
but was weU below the rise of 3.2 
miUion in 1966 and 2.5 mUlion in 1965 , 
(see foUowing table). 

I t may be noted that the 1968 change 
reported by estabUshments is consider­
ably larger than employment gains cited 
earUer, which are based on figures ob­
tained through household surveys. The 
differences, which have been sizable in 
recent years, are traceable primarUy to 
two factors. (1) The household survey 
includes three groups of workers not 

Annual Employment Change in •Nonfarm 
Establishments 

[Thousands] 

Year 

1961 
1862..... 
1963 
1964 

1965 
1968 
1967 
1968 

Total 

-192 
1,654 
1,106 
1,630 

2,500 
3,202 
1,996 
2,104 

Manufac­
turing 

-470 
627 
142 
279 

788 
1,152 

220 
300 

Private 
non-

manufac­
turing 

37 
731 
629 
980 

1,217 
1,271 
1,031 
1,222 

state & 
local 

govern­
ment 

232 
235 
318 
381 

465 
S93 
590 
665 

Federal 
Govern­

ment 

9 
61 
18 

- 1 0 

30 
186 
155 
17 

included in the establishment survey: 
domestic and other private household 
workers, the self-employed, and unpaid 
workers who work 15 hours or more in 
famUy-operated enterprises. The num­
ber of employees in these three groups 
has been decUning over time, and the 
drop is usuaUy steepest when other job 
openings are most numerous. (2) Work­
ers who hold two or more jobs "moon-
Ughters" in nonfarm estabUshments are 
counted twice or more often in the 
estabhshment survey and only once in 
the household survey. If the amount of 
"moonlighting" is increasing, as it 
apparently does when jobs are easy to 
find, reported job holdings wUl go up 
faster in the establishment survey than 
in the other. 

Unemployment Rates 
The overall rate last year was the lowest since 1953 

CHART 2] 

1948 50 52 

U.S. Department of Commerce. Office gf Business Economics 

Data: BLS 
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Gains widespread by industry 

Emplojrment in manufacturing rose 
300,000 in 1968, to a total of 19% mil­
Uon, continuing the expansion in prog­
ress since 1962. Although the advance 
was larger than that of 1967, it was far 
below the rise of 790,000 in 1965 and 
1,150,000 in 1966. Employment gains 
last year occurred in nearly aU of the 
major durable goods producing indus­
tries, with the largest and one of the 
strongest in transportation equipment; 
there was also a vigorous advance in 
ordnance. In contrast, employment for 
the year decreased sUghtly ih non­
electric machinery, and dropped mod­
erately in primary metals for the second 
straight year. Employment was also 
higher in most soft goods industries 
except for food processing and tobacco. 

Private nonmanufacturing industries 
showed a gain that exceeded 1.2 miUion 
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and almost matched the record increase 
of 1966. The largest gains—about 
450,000 to 500,000—were registered in 
the large trade and service groups. Job 
openings in these iadustries have been 
increasing at a swift pace aU during the 
1960's. The rapidly expanding finance, 
insurance, and real estate group added 
140,000 jobs last year, whUe employ­
ment in transportation rose by 75,000. 
Employment in the cyclicaUy sensitive 
contract construction industry increased 
50,000 last year, nearly making up the 
decline experienced in 1967. 

State and local government employ­
ment continued to rise at a fast pace in 
1968, the number of jobs increasing 
by more than a half miUion for the 
third consecutive year. In sharp con­
trast, however. Federal employment 
was little changed, after having risen 
more than 150,000 in each of the pre­
ceding 2 years. 

Decline in unemployment 

With the job gain exceeding the labor 
force advance in 1968, the number of 
persons out of work declined nearly 
160,000 to a total of 2.8 miUion persons. 
The last time the ^number of unem­
ployed was that low was in the mid-
1950's, when the economy (as measured 
by real GNP) was less than two-thirds 
as large. For 1967 as a whole, the rise 
in the labor force exceeded the number 
of new jobs and unemployment in­
creased by 100,000 persons. 

Lower unemployment rates were evi­
dent in aU the various socio-economic 
groups. For workers in the prime age-
sex group—males 20 years old or over— 
the rate feU to 2.2 percent; this was 
only a smaU improvement from the 
year before because the rate was al­
ready virtuaUy at the frictional level. 
The unemplojTnent rate for adult 
women feU from 4.2 to 3.8 percent, 
whUe that for teenagers showed only 
a slight improvement, from 12.9 to 
12.7 percent. In 1967, when demand 
was less pressing, unemployment rates 
for women and teenagers rose, but the 
rate for adult men continued to decUne. 

Nonwhite rate still high 

The unemployment rate declined rel­

atively more for nonwhite persons than 
for white persons in 1968. Nevertheless, 
the rate for the former continued to be 
double that for the latter; the problem 
is especiaUy acute among nonwhite 
teenagers, whose unemployment re­
mained at 25 percent last year. More­
over, the nonwhite imemployment rate 
has not improved much relative to the 
white rate over this decade. 

Unemployment Rates 

• Both white and nonwhite rates have 
been cut sharply during the 1960's 

•Nonwhite rates remain substantially 
above white 

CHART 22 
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As chart 22 shows, unemployment 
rates for both whites and nonwhites in 
each of the major age-sex groups have 
fallen substantiaUy since. 1961, when 
the overaU rate stood at 6% percent. 
In 1961, at the beginning of the current 
business expansion, the unemployment 
rate for nonwhites (12^ percent) was a 
little more than twice that of whites 
(6 percent). Last year, the rate for 
both groups was substantiaUy lower. 
The nonwhite rate (6% percent) was stUl 
somewhat more than double the white 
rate (3% percent) but a relative im­
provement is evident for adult males. 
It should be noted that despite lower 
rates, white unemployment, at a little 
over 2 miUion in 1968, was stiU sub­
stantiaUy greater than nonwhite un­
employment, which averaged about 
600,000. 

Rates of pay higher 

Increases in rates of pay accelerated 
sharply in last year's tight labor 
market. Average hourly earnings in 
private industries scored a 6.3 percent 
advance, as a result of widespread 
gains that exceeded those of any other 
year in the present decade (see table). 

The 1968 increases were the result of 
wage increases for nonunionized work­
ers, statutory increases under the Fed­
eral- minimum wage law and substantial 
settlements under union contracts. La­
bor contracts were negotiated for at 
least two-fifths of the 10.7 miUion 
workers covered by major coUective-
bargaining agreements. According to 
the Labor Department, the contracts 
settled during 1968 provided a median 
first-year wage rate adjustment of 7.5 
percent of straight-time hourly earn­
iags. This gain substantiaUy exceeded 
the 5.6 percent increase imder settle­
ments concluded in 1967 and the 4.8 
percent increase of 1966. The first-year 
changes of the 1968 settlements are 
"front-end loaded" to a considerable 
degree, since the wage change over the 
entire Ufe of the contracts is 5.1 percent, 
only lightly above the 1967 figure. The 
emphasis on the large first-year figure 
apparently reflects labor's concern over 
the rapid price rise. 
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Percent Increases in Average Gross Hourly Earnings of Product ion or 
Nonsupervisory Workers 

Total private' 

MBnutacturlng 
— • .blf NonduraWe. 
Durable 

Construction. 

Mining 

Trade -—-
Ketail 
Wholesale. 

Finance, insurance, and real estate. 

1960-61 

2.4 

2.7 
2.9 
2.5 

3.9 

1.1 

2.9 
2.6 
3.1 

3.S 

1961-62 

3.7 

3.0 
2.S 
2.S 

3.4 

2.3 

4.0 
4.S 
2.6 

1962.63 

2.7 

2.9 
2 3 
2 7 

3.0 

1.9 

3.3 
3.1 
3.4 

3.7 

1963-64 

3.5 

2.8 
3.2 
3.0 

4.1 

2.2 

3.7 
4.2 
2.9 

2.2 

1964-65 

3.8 

3.2 
3.1 
3.0 

4.2 

3.9 

3.9 

1965-66 

4.5 

4.2 
3.8 
3.9 

6.1 

4.5 

4.9 
4.9 
4.6 

3.3 

1966-67 

1 Includes industry divisions not shown separately. 

Source: Basic data, Bureau of Labor Statistics, U.S. Department of Labor. 

4.7 

4.0 
4.9 
3.4 

5.7 

4.6 

6.6 
5.2 
5.6 

1967-68 

6.3 

6.4 
6.6 
6.3 

6.3 

4.7 

6.7 
7.5 
5.9 
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but well above the increases in any 
other year of the current expansion. 

The components of price change in 
1968 were different from those in 1967 
even though the overaU advance in 
prices was not much different. Last 

CHART 23 

Consumer Prices 

'Consumer prices in late 1968 
were 4 3^ percent above a year ago 

• Increases ranged from 6 percent for services to 
4 percent each for food and nonfood commodities 

Price Developments in 1968 

WIDESPREAD price increases char­
acterized last year's fuU-employment 
economy. A combination of higher ag­
gregate demand, rising costs of produc­
tion, and a buUdup of inflationary 
expectations led to the mo.st sizable 
overaU price rise since the 6 months 
foUowing the outbreak of the Korean 
war. Moreover, if not for the excess 
production capacity in some basic 
industries such as steel and cement and 
the avaUabUity of competitively priced 
imported goods, the price increases of 
1968 would have been stiU greater. 

Not aU of last year's price rise was a 
reflection of rising demand under fuU-
employment conditions. Farm prices 
are a significant case in point. These 
prices, which had declined in 1967 and 
helped to offset the rise in the nonfarm 
sector, turned around and added to the 
general price advance in 1968. 

The prices of goods and services in­
cluded in the GNP rose approximately 
1 percent in each quarter of 1968 and 
averaged 3% percent higher than in 
1967. For the year as a whole, consumer 
prices showed an advance of more than 
4 percent foUowing a rise of nearly 3 
percent in the preceding year. Prices in 
wholesale markets rose 2% percent last 
year, after Uttle change from 1966 to 
1967. 

Corporate Prices and Costs 

A useful analysis of price-cost-profit 
relationships is afforded by data for 
nonfinancial corporations, which pro­
duce a large share, of the GNP and 
wliich have clear-cut distinctions be­
tween wages and profits. (The latter 
is not true of nonincorporated business.) 
The data provide a link between the 
flow of labor and nonlabor income, 
on the one hand, and the real volume of 
output, on the other. Costs and profits 
per unit of production are obtained by 
dividing each income and nonincome 
aggregate measured in current doUars— 
profits, employee compensation, capital 
consumption aUowances, etc.^by the 
total production of these corporations 
measured in constant 1958 doUars. 
The sum of the costs and profits per 
unit equals price per unit, which is 
the deflator for nonfinancial corpora­
tions. 

Real corporate output rose 6 percent 
in 1968—a noteworthy recovery from 
the smaU 1% percent gain from 1966 to 
1967. Corporate prices rose close to 3 
percent, reflecting not only expanded 
profit margins but also higher : costs. 
The 1968 price rise was only slightly 
more than the rise the year before, 
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year witnessed a rise in unit labor costs 
that was well below that of 1967: about 
2.7 percent as compared with 4.3 per­
cent. The deceleration in the rise in 
unit labor costs in 1968 occurred despite 
the substantial increases in rates of 
employee compensation. This reflects 
the fact that higher labor productivity 
(output per man-hour) offset the in­
creases in employee compensation to a 
greater extent in 1968 than in 1967. 

In addition to less growth in unit 
labor costs, the rise in the nonlabor 
component of unit costs also slowed 
markedly in 1968. These costs, which 
include primarily capital consumption 

Wholesale Industrial Commodity Prices 
' Prices of wholesale industrial commodities 

rose 21/2 percent from 1967 to 1968 

For most commodity groups increases v^ere 
larger than in 1967 

Percent Ctiange 

- 6 - 4 - 2 0 2 4 6 8 10 1: 
1 I T 

Industrial Commodities 
1967-68* 
1966-67 
1965-66 

Lumber & Wood 
Products 

NonmetaUic I^ineral 
Products 

Textile Products 
& Apparel n 

Rubber & Rubber 
Products 

Hides, Skins, 
Leattier, & C 
Related Products 

Machineiy & 
Equipment 

Furniture & House-
tiold Durables 

Metals & Metal 
Products 

Miscellaneous 
Products 

Pulp, Paper, & 
Allied Products 

Chemicals & 
Allied Products 

Fuels & Related 
Products S Power 
I I I L 

'3 

*Percetitage cliange figures are based on annual average data, 
with December 1968 estimated, 

U.S. Department ol Commerce. Office ot Business Economics 
Data: BLS 

69-1-2) 

aUowances, indirect business taxes, and 
interest, are relatively fixed in the 
short run. Nonlabor costs per unit of 
corporate output rose 2.2 percent in 
1968 as compared with a 7 percent 
increase in 1967. 

FinaUy, the increase in the unit price 
of corporate output in 1968 differed 
from that of 1967 with respect to the 
role of profit margins. In 1967, when 
demand conditions were less buoyant, 
corporations were forced to absorb 
part of their sharply higher unit costs 
in the form of lower profit margins, 
which declined about 7% percent. Last 
year, however, the reverse of the 1967 
situation prevaUed. Strong market de­
mands permitted corporations to raise 
unit prices more than the unit cost 
increases, and profit margins rose about 
4% percent. 

These developments are iUustrated 
in chart 25, where the year-to-year 
changes are shown in absolute rather 
than percentage terms. The chart makes 
clear that last year, higher labor costs 
accounted for somewhat more than half 
the price rise; in the 2 preceding years, 
labor costs on balance accounted for 
almost aU of the price rise. 

Consumer Prices 

Prices of virtuaUy aU consumer 
goods and services rose in 1968, unlike 
1967, when near-stabUity in food prices 
dampened the rise in the overaU index. 
Service prices generaUy showed the 
largest advances, ranging from about 
2% percent for rent to nearly 7% percent 
for medical care. Prices of consumer 
commodities averaged 3% percent above 
1967 with about equal increases in food 
and nonfood. 

Food prices rebound 
RetaU food prices advanced last year 

despite improved supplies of many 
items. Prices in grocery stores Avere up 
more than 3 percent after a small de­
cline in 1967, and prices of restaurant 
meals increased more than 5 percent. 
The rise in restaurant prices reflects 
not only the higher cost of food pre­
pared by such establishments but also 
a substantial boost in employee pay 
scales—in part a result of the extension 

of minimum wage coverage early in 
the year. 

Changes in retaU grocery store food 
prices Avere in sharp contrast to 1967. 
Two groups that account for more than 
one-half of consumer food purchases— 
meats, poultry, and fish, and "other 
foods at home" (which includes such 
important commodities as margarine, 
cooking oU, eggs, sugar, and coffee)— 
rose almost 2% percent after sizable 
decreases in 1967. In contrast, prices 
of cereals and bakery products and 
dairy products increased less than in 
1967. The most significant contribution 
to the rise in food prices last year came 
from fruits and vegetables. These prod­
ucts, which account for roughly one-
sixth of the food index and were un­
changed from 1966 to 1967, showed an 
average price advance of 7^ percent 
from 1967 to 1968. A sharp rise in 
citrus fruit prices last winter, due to a 
freeze that reduced supplies, accounted 
for the bulk of the increase. 

Nonfood commodity prices up 

Prices of consumer goods other than 
food rose 3̂ { percent from 1967 to 
1968, after increases of 2}i percent in 
1967 and 1% percent in 1966. Last 
year's increases for nondurable goods 
averaged more than 4 percent, whUe 
those for durables were about 3 percent. 
Rising apparel prices were an important 
part of the broad advance for non-
durables; retaU prices of clothing and 
shoes were boosted almost 6 percent 
last year, the largest rise since the 
scare buying that foUowed the start 
of the Korean war. 

The price rise for consumer durable 
goods last year was a continuation of a 
pronounced upward trend that started 
in early 1967 after several years of 
comparative stabUity. New car prices 
were up 3 percent from the year-earlier 
average, reflecting the increases posted 
on both the new 1968 models in late 
1967 and the new 1969 models intro­
duced last September. Prices of hoiise-
hold durables rose 3}̂  percent last year 
after a IK percent advance in 1967. 

Service price rise continues 

Service prices continued to be the 
most rapidly rising component of the 
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Consumer Price Index. For aU services, 
prices rose 3% percent in 1966, 4)4 per­
cent in 1967, and 5K percent last year; 
if rents are excluded, each of these 
ficures would be increased by about 
one-half of 1 percent. To a large degree, 
service price changes reflect changes in 
labor costs. The tight labor market, 
higher minimum wage rates, and ex­
tended minimum wage coverage have 
aU been important factors contributing 
to the upward movement of Avages and 
prices in service industries. 

Prices of medical care services con­
tinued their pronounced rise in 1968, 
but the tempo of the advance eased 
somcAvhat from the 8?̂  percent rate of 
1967, the first full year of medicare. 
HoAvever, last year's 7% percent in­
crease Avas the largest among the major 
serAdce categories, as doctors' fees ad-
A ânced, hospital room charges soared, 
and health insurance premiums Avere 
adjusted upAvard to keeiJ pace. 

Price rises for most other services 
Avere also substantial in 1968. House­
hold services, excluding rent, rose nearly 
6 percent, partly because of sharply 
higher mortgage interest costs; trans­
portation services Avere up 4 23ercent, 
and ]Drices of miscellaneous serAUces, 
sucli as haircuts, moAde admissions, and 
college tuition fees, increased an aA'̂ er-

Esti inated Contr ibut ion to Rise i n the 
Consumer Price Index by Major Groups 
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age of 5}i percent. The rise in rents 
accelerated Avith a boost of 2}i percent; 
the acceleration reflects mainly the 
pressure of demand on the compara­
tively limited supply of apartments, as 
CAddenced in the steady decline in rental 
vacancy rates. 

The text table shoAvs, for each of the 
major components of the Consumer 
Price Index, the contribution to the 
l^rice rise in each of the past 3 years. 
The contribution is measured by the 
price change times the relatiA'̂ e im­
portance of the component. 

Major groups: 
Food 

Hea l th & Eccrcat ion 

Special groups: 
Commodi t ies 

N o n d u r a b l e except 

o t h e r n o n d u r a b l e s less 
food a n d appare l 

Household durab les 

Services 
H c n t 

Household services less r e n t . . . 

Medical care services 
o t h e r services 

All I t ems 

1965-
66 

1.14 
.79 
.27 
.19 
.57 

1.70 
1.14 

.57 

.24 

.33 

.02 
- . 0 1 
- . 0 4 

1.31 
.08 
.52 
.21 
.25 
.22 

2.9 

1966-
67 

0.21 
.09 
.42 
.38 
.78 

1.17 
.21 

.70 

.37 

.38 

.28 

.07 

.02 

1.54 
.10 
.62 
.17 
.43 
.23 

2.8 

1967-
68 

0.81 
1.34 
.67 
.46 
.99 

2.39 
.81 

1.01 
.52 

.51 

.55 

. 17 

.07 

1.83 

.82 

.20 

.38 

.33 

4.2 

I Includes items not shown separately. 

NOTE.—.Contribution is measured by price change times 
relative importance of the component in December of the 
preceding year. Details will not add to subtotals or totals. 

Source: Basic data from BLS. 

Wholesa le Prices 

Prices in Avholesale markets increased 
2K percent from 1967 to 1968, after 
little change the preceding year. Prices 
of industrial and agricultural com­
modities shoAved about equal gains, in 
contrast to 1967 Avhen a moderate rise 
for industidal products Avas about offset 
by declines in farm products and foods. 
The advance in industrial commodity 
prices for the full year 1968 Avas the 
largest in a decade and Avas broadly 
based: Of the 12 major industrial com­
modity groups in the Wholesale Price 
Index, 10 registered increases. Prices 
of farm products and processed foods 
reversed their 1967 decline Avith in­
creases in both crops and livestock. 

Agricultural commodities higher 

On a combined basis, prices of farm 
products, processed foods, and feeds 
advanced 2}i percent in 1968 after a 
somcAvhat higher drop the preceding 
year. The rise in farm product prices 
slightly exceeded that for foods and 
feeds combined; in the latter category, 
prices of manufactured animal feeds 
weakened as a result of reduced exports 
and little change in domestic demand. 
Bumper crops of food and feed grains, 
both in the United States and abroad, 
led to a decline of 11 percent in domestic 
grain prices last year; this Avas the only 
significant reduction among the major 
agricultural commodity groups (see 
table). ImproA^ed demand bolstered 
prices of livestock and meats about 3K 
percent, after marked declines in 1967, 
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and prices of fruits and vegetables, both 
fresh and processed, were up 6)2 percent 
last year. 

Changes i n Wholesale Prices of F a r m 
Products and Foods 

[Percent] 

Farm products, processed foods, 
and feeds 

Farm products 
Fruits and vegetables, 

fresh and dried 
Grains 
Livestock 
Poultry. , 

Processed foods and feeds 
Fruits and vegetables, 

caimed and frozen 
Cereals and bakery 

products 
Meats, poultry, and flsh 
Dairy products 

1965-60 1066-67 1967-68 

6.7 

7.3 

.7 
8.0 
9.5 
5.8 

6.9 

2.6 

5.9 
9.1 
9.2 

-3 .4 

- 5 . 0 

- . 9 
- 5 . 3 
- 8 . 1 

-10.1 

- 1 . 2 

2.3 

1.5 
-4 .7 

3.0 

2.3 

2.5 

6.6 
-10.8 

3.7 
3.5 

2.1 

6.5 

.9 
3.1 
4.6 

Industrial prices increase 

Wholesale prices of industrial com­
modities—a key measure of price 
trends—shoAved Avidespread and gen­
erally substantial increases last year. 

(Continued on imge 82) 

Changes in Prices, Costs, and Profits Per 
Unit of Real Corporate Output 
Last year's price rise for corporations 
reflected increases in labor costs, nonlabor costs, 
and profit margins 

TOTAL PRICE PER UNIT 
OF OUTPUT 

'^' 
^ 

04 

02 

0 

07 

UBOR COSTS PER UNIT 

0 
"• -•' . ' 1 • • '•- • 1 

W- m-^: 

NONLABOR COSTS PER UNIT 

r^-i 

.02 

0 

n? 

PROFITS BEFORE TAX AND IVA PER UNIT 
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Mote; Nonfinancial corporations only. 
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financial Deyelopments in 1968 

X HE strong rise in economic activity 
last year brought increased demands 
to credit markets that were already 
under stress as the year began. Govern­
ments were unusuaUy large borrowers 
in 1968. Stale and local governments 
issued a record volume of new securi­
ties, and the Federal Government issued 
neAV securities in amounts close to last 
year's postwar record. Consumers in­
creased their borro\\dng in 1968 mark­
edly: Additions to mortgage debt were 
almost one-fifth higher and additions 
to installment debt more than 2% times 
as large as the increases the year before. 
Corporate business remained heavily 
dependent on external financing last 
year as the riss in internal funds faUed 
to keep pace with the expansion in 
investment e.vp3nditures. The funds 
raised by corporations in credit markets 
in 1968 were second only to the record 
amounts borrowed in 1967. 

The strains that these heavy de­
mands for funds imposed on credit 
markets were accentuated by a restric­
tive monetary poUcy. In an attempt 
to contain inflationary pressures and 
promote orderly economic growth, the 
Federal Reserve System pursued a 
monetary policy designed to provide 
a limited accommodation of unusually 
large credit demands; Although re­
strictive in relation to the demands for 
funds, this policy, which varied in its 
intensity at different times within the 
year, permitted substantial growth in 
bank credit, money supply, and time 
deposits. 

Interest rates and bond yields 

Despite strong growth in monetary 
variables in 1968, the pressures that 
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developed in financial markets produced 
the highest annual levels for financing 
costs in several decades. Long-term 
rates, which had advanced from 1966 
to 1967, rose stUl further last year, and 
short-term rates, which had faUen in 
1967, rose to new records (chart 26). 
Interest rates and bond yields exhibited 
erratic patterns during 1968 as they 
responded to a variety of influences—: 
the uneven impact of credit restraint, 
the gold crisis in the spring, uncer­
tainties associated vdth the passage of 
the program of fiscal restraint, anticipa­
tions of continued inflation, and the 
shifting prospects for peace in Vietnam. 
On balance, financing costs rose over 
the first 5 months of 1968 and by the 
end of May had exceeded the highs 
estabUshed in 1966 and 1967. FoUoA^ng 
the passage of tax legislation and the 
ensuing relaxation of credit tightness, 
financing costs feU noticeably through 
midsummer but rose again in the fall. 
The upward trend in financing costs 
gathered momentum in December when 
commercial banks twice raised then-
prime rates, and the Feideral Reserve 
System raised the discount rate. By 
yearend, most interest rates and bond 
yields had risen above their end-of-May 
peaks. 

Monetary policy 

During the first haU of 1968, the 
burden of dami^ening the economic 
expansion fell on monetary iJolicy. 
FoUoAving the shift from expansive 
credit policies in late 1967, Avhich the 
Federal Reserve System signaled with 
increases in both the discount rate and 
the reserve requirements on demand 
deposits, the authorities moved grad­

ually toAvard tightening ia the early 
months of 1968. In the spring months, 
faced Avith the strong evidence of an 
acceleration in inflationary pressures, 
and the outbreak of the gold and 
doUar crisis, the authorities used mone­
tary poUcy more forcefuUy. The dis­
count rate Avas raised from 4^ to 5 
percent on March 22 and, again on 
AprU 19 to 5}2 percent. Although the 
System made substantial purchases of 
Government securities through its open 
market operations, these Avere limited 
to offsetting the loss of reserves that 
resulted from gold sales. Also, especiaUy 
from mid-March to mid-April, the 
System imposed considerable restraint 
on the banking system by delaying 
action to raise the interest rate limits 
that Regulation Q aUoAved banks to 
pay for time deposits. With market 
rates of interest rising, banks Avere 
experiencing considerable difficulty in 
attracting and holding these deposits, 
a particularly acute problem in the 
case of the large denomination certifi­
cate of deposit funds. 

During the summer, after the passage 
of the program of fiscaV restraint, the 
temiJo of credit policy changed again. 
Concerned Avith the possibUity that the 
late June tax and expenditure legislation 
might lead to an overdose of fiscal 
restraint, and seeking tb establish a 
better mix between monetary and fiscal 
policies, the Federal Reserve made 
heavy open market purchases of Gov­
ernment securities! This permitted an 
expansion in bank reserves that helped 
ease credit conditions considerably. On 
August 15, the discount rate Avas IOAV-
ered from 5% to 5% percent. 

In the fall, Avhen it became evident 
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that consumer and business spending 
were not sloAving down as anticipated, 
credit restraint Avas stepped up. In the 
closing months of the year, open market 
operations held the line on the ex­
pansion in member bank reserves, rising 
market rates of interest were again 
bringing the banks under pressure from 
Regulation Q ceUings, and on Decem­
ber 18, the discount rate Avas returned 
to its pre-August level of 5K percent. 

Bank credit expansion 

The credit policy pursued in 1968 per­
mitted an expansion in member bank 
reserves that provided an increase of 
11 percent in commercial bank credit. 
This was only sUghtly less than the 
postwar record increase of 1967 when 
stimulative credit policies prevailed, 
and it was tAvice as large as the 5K 
percent advance in 1966, the last ex­
perience with credit restraint. FoUoAving 
the pattern of monetary policy noted 
above, bank credit expansion was un­
even over the course of 1968: loans 
and investments at commercial banks 
rose at a moderate 6% percent annual 
rate in the first two quarters, spurted 
to a record 19 percent annual rate in 
the summer and then tapered to a lOK 
percent rate in the fourth quarter. 

Loans at commercial banks increased 
$27 billion last year and accounted for 
about 70 percent of the total expansion 
in bank credit. This contrasts Avith the 
year before when, under less buoyant 
conditions, commercial banks aUocated 
more than half of their portfolio in­
creases to investments in U.S. Govern­
ment and other securities. Despite the 
limitations of monetary policy, loans 
at commercial banks were relatively 
strong in the furst haU of 1968 as banks 
reUed on the liquidity they had buUt 
up in 1967 and supported loan expan­
sion by curtailing their investments in 
securities. Loan expansion accelerated 
sharply in the summer quarter, but 
subsided a Uttle in the closing quarter 
of the year. 

The investment component of bank 
credit rose $11 bUlion in 1968, roughly 
half of the advance posted in 1967. By 
far the largest part of last year's in­
crease ($8 bUlion) was recorded in the 
second half of the year, and most of 
this was concentrated in the summer 
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quarter. For the year as a whole, most 
of the commercial bank investments 
were in State and local obligations as 
banks added only $2 bUlion to their 
holdings of U.S. Government securities. 

Bank deposit expansion 

Total deposit liabilities of commercial 
banks mirrored the strong expansion in 
bank credit and rose 9% percent last 
year. The money stock (currency and 
demand deposits) increased Qji percent 
in 1968, about the same as in 1967, but 
the llK percent expansion in time 
deposits was substantially less than the 
advance in the preceding year. 

Increases in time deposits were 
smallest in the spring, largest in the 
summer and tapered slightly in the fall. 
These variations reflected the uneven-
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ness of monetary restraint last year, 
as AveU as shifts in the public's prefer­
ences for holding time deposit balances. 
The latter, in turn, was related to the 
movements in market rates of interest 
and to the relationship these bear to 
the maximum ceUing rates that Regula­
tion Q allows the banks to pay for time 
deposits. In late winter and spring, 
when restraints were greatest, the 
rapid rise in market rates of interest 
reduced the attractiveness of the rates 
paid on time deposits, and interest-
sensitive depositors shifted from these 
deposits to higher yielding market 
securities. In the summer, when credit 
restraint was relaxed and market rates 
of interest receded, this process was 
reversed and time deposit growth 
accelerated. In late faU, the strong rise 

In 1988, financing costs reached their highest levels in several decades 
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in interest rates was apparently again 
causing a shift in the public's preference 
for holding time deposit balances, and 
growth in these deposits moderated. 

WhUe the expansion in money stock 
was rapid throughout last year, it was 
particularly pronounced during' the 
spring. After rising at a seasonaUy 
adjusted annual rate of 4% percent 
frona January to March, the growth in 
naoney stock surged to an 8K percent 
rate in the second quarter, tapered to 
about half this pace in the summer and 
then .rose at nearly a 7}i percent rate 
ih the closing quarter of the year. In 
a general way, these changes were the 
reverse of those shown by time deposits. 

The unusual acceleration in money 
expansion in the spring resulted in part 
from the public's decision to shift the 
floAV of neAV deposits from time to de­
mand deposits. As exijlained above, this 
Avas a consequence of the changing 

spread between market rates of interest 
and the rates that Regulation Q per­
mitted banks to pay on time deposits. 
I t Avas also a consequence of a strong 
demand for money balances that devel­
oped at this time. This demand is 
believed to have been related to the 
sharp step-^up in the.volume of stock 
market actiAdty and the accompanying 
log jam in paperwork^—and to a variety 
of uncertainties: the gold and doUar 
crisis, the outlook for fiscal restraint, 
and the course of monetary policy and 
interest rates. Thus, Avith the demand 
for money strong and for time deposits 
Aveak, the deposit creation that did 
occur during the spring mainly took 
the form of demand deposits. In addi­
tion, the pronounced second quarter 
acceleration in money stock Avas partly 
the result of a marked shift from Gov­
emment demand deposits (which are 
not coimted as part of the private 

rnoney stock) to private accounts. 
The groAvth of demand deposits 

sloAved appreciably in the summer Avhen 
time deposit growth accelerated and 
govemment deposits'buUt up. During 
the faU, the pickup in money groAvth 
reflected a reversal of these develop­
ments: Government demand deposits 
Avere reduced and the public again de­
voted a someAvhat larger proportion of 
deposit groAVth to money balances and 
a smaUer proportion to time deposits 
(see table). 
Quarterly Changes in Reserves and Deposits 

of Member Banks, 1968 
[Seasonally adjusted, billions of dollars] 

Total reserves -̂--
Nonborrowed reserves.. . 

Total deposits* 
Demand deposits 
Time deposits — 
Government deposits 

I 

0.66 
.-29 

4.8 
1.5 
1.3 
2.1 

II 

0.01 
- . 0 2 

.8 
3.1 
.6 

- 2 . 8 

III 

0.58 
.83 

9.1 
.4 

7.1 
1.4 

IV 

0.58 
.19 

8.9 
3.3 
6.9 

-1.2 

•Deposits subject to reserve requiremeiits. 

(Continued from page 29) 

Within the year, prices advanced 
sharply during, the , Avinter months, 
leveled off-through August, and began 
to rise again, in the faU. The jDcriod of 
stabUity during the summer resulted 
from a retardation in the rate of price 
increases for most commodity groups 
and a decline in prices of metals. 

Among the major commodity groups, 
the most prominent advance Avas the 13 
percent rise in lumber and.A\''ood jarod-
ucts, AA'-hich have a Aveight of only 3^ 
percent in the overall industrial index. 
Eight groups Avith a Aveight of 70 percent 
in the Industrial Price Index shoAved 
increases ranging from 2^ to 3K per­
cent. Among these, the most important 
Avere the increases in such heavUy 
Aveighted categories as textUe products 
and apparel, metals, and metal products, 
and machinery and equipment. 

Wholesale prices of- textUe products 
and apparel had fluctuated in an ex­
tremely narroAv range for nearly 15 
years prior to late 1967, mainly because 
of the pronounced expansion in the 

capacity of manmade fibers and the 
competition from imports. In 1968, 
hoAvever, prices of textUe products and 
apparel rose 3Ĵ  percent as manmade 
fiber prices firmed and prices of cotton 
products advanced. 

Metals prices moved erraticaUy in 
1968 but, on balance, averaged 2)^ per­
cent above their 1967 level, about 
double the rise in the jireceding year. 
The 3K percent rise in the index of 
nonferrous metals i^rices Avas closely 
associated Avith the copper situation. 
Domestic copper.production Avas shut. 
doAAm by a strike that began in mid-1967 
and extended into AprU 1968. Prices of 
secondary copper products increased 
substantiaUy during the,strike period, 
but dropped sharply after a settlement 
Avas reached. Doihestic producers raised 
primary coppei" prices at the end of the 
strike and again at yearend. 

Iron and steel prices Avere somewhat 
unstable during 1968; producers in­
creased prices of some key products 
after a neAV labor contract was con­
cluded on July 31, but a substantial 
reduction—partially rescinded—Avas 
made on hot-rolled sheets in the fall. 

Declines in steel scrap prices during 
1968 accompanied the decUne in steel 
production after late spring and held 
the rise in the overaU index of iron and 
steel prices to 2 percent. 

Machinery prices continued to rise 
at the 3 percent rate of the 2 preceding 
years. Increases Avere sizable for all 
categories except electrical machinery. 
Prices of motor vehicles and equipment 
rose 2?̂  percent in 1968 after a V/i per­
cent increase the preceding year. 

The rise in the overaU index of 
industrial commodity prices Avas 
dampened last year by a reduction 
in fuel iDrices and near-stabUity in 
chemical prices; together, these com­
modities constitute nearly one-fifth of 
the industrial index. The drop in fuels 
reflects mainly declines that have 
occurred in refined petroleum product 
prices since their sharp runup in mid-
1967 at the time of the Middle East 
confiict; these Avere offset to some 
extent by higher coal prices. Chemical 
prices eased a little because of price-
cutting in agricultural chemicals and 
fertUizers, Avhere capacity has been 
excessive. 



The Balanee of Payments in 1968 

X HE pattern of our international 
receipts and payments in 1968 Avas 
notably different from the pattern of 
previous years, reflecting unusual 
changes in trade and capital trans­
actions. Even though exports rose sub­
stantially, a ncAv upsurge in imports 
caused a pronounced decline in our 
merchandise trade surplus. In an CA-en 
more striking development, the United 
States became a net importer of capital 
in 1968. This change on capital account 
more than offset the deterioration in 
the trade balance, resulting in a liquidity 
balance more favorable than in any 
other year since 1957. 

The year 1968 began in a climate of 
uncertainty in financial markets. There 
were lingering doubts as to the strength 
of the doUar after Britain's faUure in 
late 1967 to maintain the exchonge 
value of the pound. In order to restore 
confidence in the doUar and in the inter­
national monetary system, the Presi­
dent announced a broad program on 
January 1, 1968, to improve the balance 
of payments. The program included 
mandatory restraints on direct invest­
ment abroad, tighter measures restrain­
ing foreign lending by banks, and 
further efforts to reduce the adverse 
impact of Government expenditures. 

Before the effects of these measures 
Avere fuUy demonstrated, speculative 
purchases of gold, AÂhich had been very 
heavy in the fourth quarter of 1967, 
reached crisis proportions again in 
March. U.S. gold losses in the first 
quarter Avere nearly $1.4 bUlion, most 
of Avhich Avas used to meet private 
demand in foreign gold markets. This 
loss Avas brought to a halt after the 
international agreement of March 17 

to stabUize official gold reserves. The 
agreement to stop supplying gold from 
official I'eserves to private markets 
meant that private demand and supply 
(including neAv production) Avould de­
termine the price of gold traded there. 
At the same time, the price at Avhich 
gold was to be traded among official 
agencies Avas maintained at $35 per 
ounce. 

The tAvo-tier jmce system for gold 
was remarkably successful in halting 
the speculative attack on the official 
gold price. Uncertainty over the 
strength of the dollar disappeared 
before midyear, and the dollar remained 
relatiA^ely strong on the exchange mar­
kets in the face of speculation over 
the defensibility of existing exchange 
rates for the German mark and the 
French franc. 

U.S. Balance of Payments 

Billion $ 
2 

-3 -

-H 

Liquidity Basis Official Reserve 
Transactions Basis 

- m • -

' '̂ H' 

' • : 

--'^"i ' 

• ' • " . ' > -

1964 65 66 67 6 8 ' 1964 65 66 67 6 8 * 

^January.Seplembei totals, seasonally adjusted. 

U.S. Department of Commerce. Olfice of Business Economics 69-1-2? 

Later in the year, speculative move­
ments of funds out of France for in­
vestment in German marks placed 
extreme strains on international finan­
cial markets. Although the U.S. dollar 
Avas not under pressure during these 
disruptions, the defensive measures 
employed by foreign countries in pro­
tecting their currencies and the support 
extended them by the United States 
led to significant changes in the com-
jjosition of U.S. official reserves and 
in U.S. liabilities to foreign official 
agencies. 

In the process of supporting their 
currencies, foreign official agencies made 
massive use of their liquid dollar 
holdings, including those obtained 
through swap arrangements Avith the 
United States and through their draAv-
ings of dollars from the IMF. During 
the course of the year, these support 
operations affected U.S. accounts by 
(1) reducing U.S. liquid liabilities to 
foreign official agencies, (2) increasing 
U.S. liquid liabilities to private for­
eigners, (3) increasing U.S. official 
reserve assets held in the form of 
convertible currencies, and (4) im­
proving the U.S. gold tranche position 
in the IMF. 

Changes in balances 

During the fuU year 1968, the U.S. 
reserve position in the IMF and the 
convertible foreign currencies included 
in U.S. official reserves increased by 
$2.1 billion, more than oft'setting the 
net reduction of $1.2 billion in the gold 
stock. Thus, total U.S. official reserve 
assets, although changed in composi­
tion, shoAved a net increase of $0.9 
biUion during 1968. 

33 
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(During the first 9 months of 1968, 
there was a net decrease of $1.9 billion 
in U.S. liabUities to foreign official 
agencies. This reflected reductions of 
$3.6 biUion in Uquid liabUities offset, 
in.part, by an increase of :some $1.7 
biUion in nonliquid liabUities, including 
special financial transactions designed 
to convert U.S. liabiUties to foreigners 
from liquid to nonUquid form. The 
net reduction in U.S. liabUities to 
foreign official agencies for the fuU year 
plus the increase in U.S. official reserve 
assets created a large surplus in the 
balance measured on the. official reserve 
transactions basis, as compared Avith a 
deficit of $3.4 biUion on this basis in 
1967. 

Since the balance on the liquidity 
basis is not affected by the shift of liqmd 
doUar liabUities from official to private 
accounts, this measure of the balance of 
paynaents Avas less influenced by the 
emergency financial operations abroad. 
The improvement in the liquidity bal­
ance, therefore, reflected principaUy the 
large infloAVS through foreigners' net 
investments in the United States, in­
cluding purchases of U.S. stocks, bonds, 
and other nonUquid assets., These 
contributions, together Avith a. rise in 
receipts from special transactions by 
foreign official agencies (up from less 
than $1.0 biUion in 1967. to more than 
$1.4 biUion through September 1968), 
more than offset the serious deteriora­
tion in the U.S. trade balance. In the 
first 9 months of 1968, the total liqiiidity 
defi:cit Avas only $0.8 biUioh, seasonally 
adjusted, and the final total for the fuU 
year may have beien more favorable. 
The comparable deficit Avas $3.6 bUlion 
for aU of 1967 and about $1.3 bUlion in 
1965 and 1966 (chart 27). 

Merchand i se Trade 

On the basis of incomplete data for 
the Avhole year; the Nation's favorable 
trade balance appears to have dropped 
from $3K bUlion in 1967 to barely $}̂  
biUion in the year just ended. (On the 
Buireau of Census basis, the balance 
feU from $4.1 bUlion to 1967 to $1.1 
biUion in 1968.) The export surplus of 
$K biUion Avas the narroAvest in the 
whole post-World War II period, and 

the year-to-year deterioration of $3 bU­
lion was the largest adverse shift since 
1949-50. 

These developments occurred against 
a background of vigorously expanding 
trade in both, directions last year. 
NonmUitary merchandise exports rin 
1968 rose 11 percent over the preceding 
year after a gain of only 4K percent 
for 1967, whUe imports increased 23 
percent foUowing a 1967 advance .of 
less than 6 percent. . 

Actual or threatened strikes in domes­
tic metal industries and by. longshore­
men at east and gulf.coast ports dis­
torted quarterly trends in trade during 
1968 and strongly influenced the sta­
tistics for specific • commodities like 
steel, copper, and aluminum. HoAvever, 
their effect on the movement of overaU 
exports, imports, and the trade balance 
for the year as a Avhole Avas not of 
major iinportance. With realistic as­
sumptions as to the effects of these 
special factors on the annual volunies 
of imports and exports, it appears 
unlikely that much more than one-fifth 
of the deterioration in the trade balance 
in 1968 could be attributed to strikes 
and the threat of strikes. 

Sharp rise in imports. 
The exceptionaUy large rise in im-

IDorts in 1968 Avas reflected in all major 
categories of goods. Industrial supplies 
and materials accounted for about 40. 
percent of the totaldollar gain in im­
ports, reflecting demands sparked by 
the SAvift pace of U.S. economic groAvth 
and amplified by strikes or threats of 
strikes. Nevertheless, the rate of in­
crease in this, maj or category Avas less 
rapid, than the gain in total imports. 
Automotive vehicles; and parts, on the 
other hand, Avhich accounted for about 
one-tenth of total 1967 imports, con­
tributed : one-fom-th of the 1968 ex­
pansion in'.total-imports. ImiJorts of 
other nonfood consumer goods ad­
vanced at a pace about paraUel Avith 
the overall rate, Avith strong groAvth 
Avidespread throughout this group of 
commodities. Although imi^orts of foods 
and beverages advanced less rapidly 
than the total,-1968; Avitnessed a sharp 
reversal in coffee imports from the 1967 
downturn, AvhUe imports of Avhiskey 

and meat products extended the sizable 
gains of recent years. 

At the same time, total agricultural 
exports showed almost no expansion 
from 1967. Gains; in exports of .corn, 
cotton, and tobacco Avere largely offset 
by loAver exports, mainly of sorghums 
but also of Avheat and other grains. 
Eeductions in grain prices accentuateid 
the declines in agricultural export 
values. 

Among nonfarm products, annual 
gains Avere substantial for exports of 
transport equipment,-; chemicals, and 
forest products. HoAvever, there.Avere 
some significant shifts Avithin the year. 
Sharply increased AvorldAvide deUveries 
of commercial transport planes, to­
gether Avith strongly exi^anding auto­
motive sales to Canada, accounted for 
nearly half the seasonally, adjusted gain 
in total exports from the last half of 
1967 to the first haU of 1968. These 
tAvo commodity gfoiips"'"accounted for 
less than one-fifth of the advance in 
overall exports in the second half of 
1968. The latter period brought ex­
panded gains in exports of chemicals, 
Avood and paper, and nonferrous inetals 
(foUoA\dng labor-contract settlements) 
and marked increases in exports of 
machinery and nonfood consumer 
goods. 

Except for the stepped-up pace of 
automotive deliveries, exports to Can­
ada shoAved little growth in 1968. Ex­
ports to Western Europe shoAved signif­
icant improvement, expanding sharply 
in the second haU of the year, and sales 
to Japan ih the second half also bettered 
the already improved performance of 
the first half. 

Trade surplus declines 
The trade surplus, which had Arirtu-

ally disappeared in the first half, im­
proved substantiaUy in the second. 
However, at a seasonaUy adjusted an­
nual rate of less than $1 billion (balance 
of payments basis), it remained ex­
tremely modest. The improvement 
within the year was due to a slower 
rate of expansion in imports. The rate 
of increase in imports from the first to 
the second half "of 1968 was less than 
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one-third as much as the 18 percent 
increase from the last half of 1967 to 
the first half of 1968. The rate of in­
crease in exports in the last half of 1968 
was comparable to the rate of increase 
recorded in the i^receding half year. 

Last year's deterioration in the trade 
surplus, Avhile extreme, was a continu­
ation of a trend dating from 1964. 

Merchandise Trade Balance 
Except for civilian aircraft all major commodity 
categories contributed to last year's deterioration 

IMPORT BALANCE EXPORT BALAF 
Billjon $ 

- 4 - 2 0 2 4 

1 , • . 1 ' : : • . • 

TOTAL MERCHANDISI 

. ; i968 
1967 
1966 
1965 
1964 

Foods, Feeds, and Be 

• / - ; • . C 

1 1 
TRADE 

SS^sSmBffKsS!R^K\ 

1 

/erages 

6 

ICE 

6 

1 

8 

1 

Industrial Supplies and Materials 

Civilian Aircraft and Parts 

Other Capital Goods (except aircraft) 

Automotive,Vetiicles and Parts (with Canada) 

I 
Automotive Vehicles and Parts (with all other areas) 

• • • . ; - i : ' ' ' m 

b 
Consumer Goods (nonfood) 

Notc.-lolal merclianilise trade balance is on a balance ol payments basis; 
balances for commodity categories are on Census basis. Total 
includes "All other" wliicb is not stiorni separately. All 1968 data 
ate Jan.-Scpt. totals, seasonally adiusted at annual rales. 

U.S, Deparlment ol Coranurte, Ollite ol Business Economics 

Chart 28 indicates the persistent decUne 
in the trade surplus during this period 
and shoAvs how the decline Avas dis­
tributed among the broad end-use 
commodity categories. 

In 1968, the trade surplus increased 
significantly only in aircraft and parts, 
reflecting the deliveries of jetliners to 
foreign airlines. The favorable balance 
of trade declined only slightly in other 
capital goods categories, but there were 
serious deteriorations in all other com­
modity groups. Automotive trade Avith 
both Canada and the rest of the world 
swung from surpluses to deficits, and 
even in the food and beverages cate­
gory, the United States recorded an 
import surplus last year. 

Private Capital and Other 
Transact ions 

The sharp decline in the merchandise 
trade balance from 1967 to 1968 Avas 
more than offset by the phenomenal 
halt to the customary net outfloAV of 
capital through private transactions. 
The imposition of mandatory controls 
on direct investment transactions at 
the beginning of the year and the 
tightening of restraints on capital 
outfloAvs through U.S. banks Avere 
major factors in the unprecedented 
shift to a net infloAv of private capital 
in 1968. HoAvever, the largely unrelated 
increase in foreign purchases of out­
standing U.S. securities (mainly com­
mon stocks) Avas an important addi­
tional element in the improvement on 
capital account. 

Chart 29 indicates the total net 
improA^ement in private capital trans­
actions in 1968, by type, along Avith 
the comparable annual data since 1964. 
The major source of improvement 
last year was in foreign purchases of 
U.S. private securities, which were at 
an annual rate of $3.7 billion during 
the first 9 months of 1968, as compared 
Avith $1.4 bilUon in 1967. The sales of 
U.S. securities during the first three 
quarters of 1968 included some $1.6 
billion ($2.1 bilUon annual rate) of 
bonds issued by U.S. corporations to 
finance their investments abroad. These 
sales Avere in direct response to the 

Foreign Direct Investment Program, 
Avhich does not restrict transfers to 
foreign afiiliates of funds that Avere 
borroAved abroad by a U.S. parent 
company. The remainder of securities 
sales was almost entirely foreign pur­
chases of U.S. corporate stock—$1.2 
billion during the 9 months or $1.6 
billion at an annual rate. 

A second major source of improve­
ment in private capital transactions in 
1968 Avas the reduction in U.S. bank 
claims of more than $400 mUlion 
(seasonally adjusted annual rate) after 
an increase of some $460 mUlion in 
such claims during 1967. This change 
may have reflected the tightening of 
the program to restrain bank credit 
under the Federal Eeserve Program, 
although the total reduction in claims 
by the banking community Avas beyond 
that required under the program. 

Additional improvement through 
other private capital transactions in­
cluded U.S. corporate borrowing abroad 
from banks, largely to help finance 
direct investment actiA-ities. At the 
same time, there Avere some offsetting 
increases in corporate assets abroad 
other than direct investments. The 
greater part of these Avere bank deposits 
or other temporarj'' investments of 
funds that Avere obtained through 
special bond issues or other forms of 
foreign borroAving. 

If the transfers of funds borrowed 
abroad by the U.S. companies are in­
cluded, the seasonally adjusted annual 
rate of direct investment capital out­
flows in the first three quarters of 1968 
exceeded the $3.0 bUlion outfloAv for 
the year 1967. Acquisitions of existing 
foreign enterprises (net of liquidations 
of existing U.S. affiliates) totaled more 
than $320 mUlion during the first 9 
months of 1968 as compared with about 
$180 million in aU of 1967. Thus, whUe 
use of foreign-borrowed funds offset a 
large portion of the balance of pay­
ments impact of iuA'^estment activities, 
the actual transfers of capital for 
direct investment purposes were not 
reduced, and the Foreign Direct luA^est-
ment Program appears to have had 
little or no adA^erse effect on the scope 
of iuA'estment actiAdties by foreign 
affiliates. 
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Improvement in services 
The annual rate of income receipts 

from direct investments abroad during 
the first 9 months of 1968 Avas about 14 
percent above the total for 1967. This 
additional source of improvement in 
1968 balance of payments receipts 
could also be attributed to the control 
program since reinvestments of earn­
ings by foreign affiliates are also subject 
to its limitations. Eeceipts and pay­
ments from tourism shoAved some net 
improvement in 1968 mainly because 
disturbances in Europe appear to have 
affected payments more than receipts, 
and expenditures in Canada Avere doAvn 
as compared Avith those of the year 
before, Avhen Expo '67 attracted many 
U.S. visitors. Among other major pay­
ments, miUtary expenditures abroad 
continued to increase and Avere at an 
annual rate of $4.5 billion in the first 9 
months of 1968. In summary, the net 
balance on transactions in services (in 
contrast to merchandise trade) in­
creased from net receipts of $1.3 billion 
in 1967 to nearly $2 bUlion at a sea­
sonally adjusted annual rate in the 
January-September period of last year. 

N e a r - T e r m Prospects 

Improvements in the U.S. balance 
of payments in 1968 reflect the impact 
of special circumstances that are not 
likely to be repeated this year. It Avill 
be more difficult to realize improve­
ments in the same areas in 1969 since 
some of the favorable changes in capital 
floAvs Avere transitory in nature or Avere 
essentially one-time contributions. 
There Avas an initial gain for the balance 
of payments in 1968 associated Avith the 
tightening of restraints or the imposi­
tion of neAV controls. Even if the con­
trols are not relaxed, in the second year 
of operations they are likely only to 
maintain the improvements already 
achicA'̂ ed. Any reduction in the reliance 
on foreign sources of finance for direct 
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investment actiAdties cpuld be reflected 
in a deterioration in the balance of pay­
ments. Tight money in the United 
States may discourage lending to for­
eigners, but another large reduction 
in banking claims on foreigners should 
not be expected. 

The substantial floAV of foreign funds 
into U.S. corporate stocks could easUy 
turn around Avith a sharp or prolonged 
decline in stock prices. But there also 
are reasonable grounds for expecting 
continued, foreign interest in U.S. se-: 
curities. The increasing I preference 
among European investors for equity 
securities and the desire to diversify 
portfolios may help sustain the demand 
for U.S. corporate stocks. The general 
groAvth in European capital markets 
and the increased actiAdty of U.S. 
investment firms abroad facUitate the 
channeling of foreign investors' demand 
to U.S. securities. 

HoAvever, these potentiaUties do not 
alter the precarious nature of the bal­
ance of payments improvements in 
1968, and the prospects are highly 
tenuous for future improvement in the 
same areas. Consequently, the outlook 
for even short-term gains depends upon 
better performance on trade account. 
The prospects here appear at least mod­
erately encouraging; there is already 
some evidence of a sloAving doAvn in the 
excessively rapid groAvth of imports. 
The increase in imports of industrial 
supplies and materials is lUcely to taper 
off Avith a change in the tempo of U.S. 
economic activity. On the other hand, 
it is less likely that the persistent 
increase in the trade deficit in consumer 
goods can be reversed unless neAV efforts 
are made to counter foreign competition 
in major items. The rising favor among 
U.S. consumers for the types of goods 
produced abroad and the rising capacity 
of foreign suppliers to produce for the 
U.S. market make it difficult to counter 
the unfavorable trend in the trade 
balance in consumer goods. HoAvever, 
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if the rate of growth iu; exports can be 
maintained and if; imports grow less 
rapidly Avith the sloAving of U.S. eco­
nomic expansion, there should be con­
siderable improvement in the foreign 
trade surplus in 1969. 

CHART 29 

Private Capital Transactions 
The halting of private net capital outflows in 1968 
was the major source of improvement in the balance 
of payments 
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Note.-AII 1968 data are Jan.-Sept. totals, seasonally adjusted at annual rates. 
' Excludine liquidations of U.S. securities by Ihe Government of the United 
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the U.S. Government agency bonds. 

2 Excluding changes in U.S. liquid liabililies and special transactions by 
U.S. and foreign official and international agencies. 
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